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FQRtWORD 



The Agency for International Development and the state Oeiiartvient 
sponsored a day-long conference on the Multilateral Trade Hegot'iatlons 
and deve1<9lng countries at the Foreign Service Institute on February ZZ* 
1977. The purpose of tKe conference was to stimulate discussion aniong 
academic experts* U.S. officials and staff of International organizations 
on aspect|.of the trade negotlatlot^s of Importance to developing countrles- 
Participants included staff from Ua hington based international organizations 
and various U^S. departmerits* Congressional staff and students of the Foreign 
* Servfce Institute. 

Jhls proceedings volume contains the papers* consents and discussion at the 
conference. All views of the participants are their own and do not necessarily 
reflect views of their agencies* Lorenzo Perez* with the help of Gerald R+ 
6ened1ck» has edited the papers and discussion sections and provided an Intro- 
duction and suvisary to the volum^. 

A large nu^er of individuals were instrumental In making the conference a 
success. Special thanks are due to Bruce DunconA)e, Edgar HarreD and Lorenzo 
Perez for developing the conference idea and organizing the meeting. Thanks 
are also due to Peter Kenen who as the conference chairman highlighted the 
main issues ^or discussfon with his introductory remarks and kept the dlscus^on 
'lively anjJ In focus during the day. Angela Q'Su111van> Sharon Triggst Rebecca 
Wiley and Brenda H^rd provided excellent typing stqiport. 



Constantlne Hichalopoulos 
Deputy Assistant Administrator far 
Economic Affairs 



June 3Q> 197B 
Washington* D.C. 




f 

Introduction and Stimiary 

Lorenzo L+ Ptrei* 
Agency for tntemetfonal Development 



TheTolcyo Round of HuUllateral Trade He90tfat1ons (HTH) was Initiated 
wtth'i netting of iiost part1c1pat1t»g ccuntrles In September of 1973 In 
Tokyo under the eusplces of the General Agreenent on Tariffs and Trade 
/ ^ (GATT)^ The Tokyo Round alms to achieve the progressive dismantling of 
tariff and nontarlff obsUcles to trade^ to imp^ve the framewric fir the 
conduct of wrld trade In general as well as to stimulate International 
trade of the developing countries In particular^ 

i\bout ^ countrlest Including noncontracting parties to the GATTt^are r' 
participating Id this round of negotiations. The To);yo Round with Its 
^ consideration of nontariff barriers and Its avowed concern with the trade 
problems of developing countries fs a much more comprehensive trade 
negotiations exercise then Its most Innedlate predecessorst the Kennedy 
Kound {1964-67) and the Dillon Round (1961*62) i^lch were mostly concerned 

with the reduction of tariff barriers*^ 

- ^ J 



* This paper represents solely the views of the author and is not i;>tended 
as a policy statement of the Agency for International Develofjient* . ^ 

1 A negotiating structure was originally established consisting of a parent 
Trade Ke4otnt1ons Comlttee and six negotiating groups covering tropical 
productSt tarlffSt nontarlff measurest safeguards, agriculture and 
sectoral negotiations^ The nontarlff measures group was su1>-Ki1v1ded Into 
the subgroups of; quantitative restrlctlonst technical barriers to trade, 
subsidies and countervailing dutlest government procurement and customs 
matters^ A seventh negotiating group to work on the framework for the 
conduct of International trade was added In ftovenber 1976 mostly due to 
the Initiative of developlna countries^ See the IHF Survey < "Tokyo 
Round Developments'? July 4, t977t pp* 316*319, for a discussion of the 
isain Issues fn each of ttie areas of the negotiationsr 
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According to the lAyo Declaration* all the negotiating groups are 
considering procedures and measures for giving '^special and PK>re favorable 
trettwent for developing countries In the areas of the negotiations where . - 
this Is feasible and appropriate/^ In addltlont *'the developed countries 
will expect reciprocity for comltments wade by them In the negotiations 
to reduce or reinove tariff and other barriers to the trade of developing 
countries^ 1.e.» the deve1o|>ed countries do not expect the developing 
countries* in the course of the trade negotiations* to make contributions 
which are Inccnslstetit with th^lr Individual deve1op<nei)tt financial and 
trade needs".^ 

Having obtained this general comnltnient from developed countries to 

consider special and differentia? treatment tneasures* the developing countries 

are attei^tlng to extend it to, all areas of the negotiations* both with 

respect ta their own coomerclal policies and to the cormierclal policies 

3 

of the developed countries. Examples of the fomer kind would be greater 
tolerance on the part of the developed countries for export subsidies and , 
for {nport restrictions Imposed by developed countries for balance of 
payi^nts and economic development reasons. Examples of the kind of actions-^ 
that developed countries could undertake ^n behalf of developing countries' 
trade are deeper*than-formu1a*tar1ff cuts and accelerated phasing of such 
cuts» preservation of preferential tariff margins, reductions or elimination 
of <)uant1tat1ve restrictions* and exemptions from safeguard meafjreSi 
^^^Al^botigh the developed countries slympathize with the concerns of developing 
countries and suppc>rted several of their specific demands* concrete methods 

2 The Tokyo Declaration, Paragraph 5, September 14, 1973 

3 The terms ''special*' and "differential*^ {SiD hereafter) are used Inter* 
changeably in the HTN as Mell as in most of the discussion In this volune^ 
See the Walter and Murray paper and the discussion below for a useful 
distinction between the two terms. 



for dlfferwtlal treatment ranaln to be worked out 1u Individual areas 
of the negotiations. Ety early 1977 possibilities for special and 
^differential treatment in some areas of the negotiations like tariffs 
artQ tropical products had been more clearly Identified than In others. 
For exaMplet In the tariff group the possibility of deeper-^than^formula 
cuts for products of Interest to developing countries and faster staging 
had been identified as concrete possibilities. In the tropical products 
areai some developed countries accepted the position of developing 
countries that they only reciprocate xith their ovfn trade offers for 
the concessions received froir the developed countries in the tropical 
products negotiations onlv at the conclusion of the overall negotiations^ 
In other areast hOMevert such as 1n4uant1tat1ve restrictlonst subsidies 
and countervailing duties and safeguards measures, alternatives for special 
and differential treatnent options have not been so clearly Identl'^ed. 
The authors of the seminar papers therefore wene asked to focus on special 
and differential treatment measures which developed countries should 
consider on behalf of developing countries in these latter three areas. 
Such $$D measures would have to Pass the tests of economict political and 
adnlnistrative feasibility- 

4 

The quantitative restrictions (QRs) negotiations are an important area 
of the KTN given the trade impact of QRs and the Tokyo Round pledge to 
address nontariff barriers. The form that SSD treatment could take In this 
area is less clear than in the case of tariffs* particularly since the degree 
to ithich countries rely on QRs to achieve their cofnoercial policy objectives 
varies greatly. Ingo Walter and Tracy Hurray explore in their Paper 
possibilities for SSD treatment in this area of the MTH and the inipTications 
for policies of devi^loped countries. 
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A rcUt«d Ktdotlttlng <rea U t^e saftouard area. As trade 
barrltrs are reduced* Sntematlonilly acceptable safeguard n«chan1siis 
bec«fie tore crucial policy Instnjnents. Gerald Heler In his paper on 
the sefeffvird fle90t1at1ons discusses possible changes In the GATT safe* 
guard articles and horn the concerns of developing countries could be 
taken Jnto accountn In these negotiations. 

Subsidies an4 countervailing duties raise some of tbe mst difficult 
Prob1«tf In the HTN negotiations^ There Is a long tradition In the 6ATT 
against the use of export subsidies* Particularly In the case of manu* 
facturing trade* because of the possibility that they would 1«ad to unfair 
competition^ At the sane time* niost countries of the tfoHd subsidize 
'^thelr exports to a certain degree* OevelojJlng countries defend tijeir right 
to use export Subsidies as part of their export pronation prograots to 
diversify their production structures at^d trade compositions^ Daniel 
Schydlttoky presented a paper to the seminar an?>yz1ng the rationale for 
the use of export subsidies snd proposing guidelines that developed 
countrlei'cotild use In their negotiations >f1th developing countries* 

The three senlnar papers support the current efforts to liberalize 
international trade as well as rationalizing the potentially more extensive 
use of export subsidies and safeguard measures* The StO proposals made In 
the three areas are made with t,Hese general objectives In mlnd^ 

Quantitative Restrictions negotiations: 
The paper by Hurray and Walter considers special and differential 
treatAent measures for exports of developing countries to provide , 
opportunities tor Improved market-access In developed countries' sectors 
where QRs constitute an ItiPOrtant obstacle to trade* Tb«y argue that 
special and differential treatment In the QRs are<f should be envisioned 
as part of reducing this type of non-tariff barrier* A useful distinction 

8 



Is wide In their paper between the tems special and dIffercntfaK 
Special iHtisures are^those applied on a most favored nation basis but * 
targeted sptcUlcally on products of particular concern t<j developing 
cwintrles. Differential i»eastires are those irfilch provide LDC exports 
More favorable ikarket access than exports of developed countries — 1 e. ^ 
preferential access^ ' 

Hurray and Milter llscuss the major reasons for Instituting (^s; 

a+ to permanently shfetd ^ro^ Import ccoipetl^lon selected 
economic sectors »rf>1ch are Import sensitive for social or 
political reasons; _ 

b. to temporarily address balance of pa^n^s^roblems^ 

ft 

c* to provide temporary protectlpn for import competing suppliers 
under ''escape clause" actions to ease problems of adjustment 
of domestic Industries including the so-called volitntary 
export agrecmetits; and 

d^ to retaliate against foreign restrictions Imposed on national 
exportSt usually inhere alternative adjudication of disputes 
has failed* 

The Implications of QEt Itnposltlon for the countries imposing them 
^re well kqowi. QRs* like tariffs* serve to raise the price of lBf»orted 
products to domestic buyers thereby reducing the volume of Imports* But 
in the case of quotasi the potential tariff revenues are lost in the form 
of windfall profits of the Importersi price Increases of foreign exporters 
or 'a combination of both* As the market for Importable products expands 
efficiency decllnest fiscal revenue Is foregonet and a redistribution of 
Income from consumers to producers occurs under quotas bui remain the 
same or decline under tariffs* Vlth regard to one of the newest f&rros of 



^ntltatlve restrictions* voluntary export restrictions (VEfts)* ttolter 
tiKt KtMrrty argue that>on balance tKey appear to do More damase to the 
national econoiV of the importing country than do import quotas, This 
Is bicause tht foregMe revenue under VEKs goes solely to foreign 
, exporters worsening the Importing countries* terms of tradev It Is clear 
froia the p>aper that countries Imposing Qfts. wttether ten^rary or pemanent* 
tmld have to percalve that the reasons for doing so» such as the Impor* 
tance of an import sensitive sector^ warrant the costs of these restrictions 
their econofil^. 

At the safloe time* exporting countries facing QRs can have their 
exports significantly affected, Pernwnent protection of ''sensitive'* 
sectors skews trade patterns and industrial structures of exporting 
countries away from the dictates of International oomparativ^ advantage. 
It also daiMges the potential of the economies of the^eKporting countries 
for growth. R/tources might have to be channeled into sectors where their 
contribution to growth may wall be ^ower. Existing patterns of comparative 
advantage in developing countries tend to favor labor-intensive if*dustriest 
Hlflch are precisely those frequently subiect to Qfls in the industrial 
countries. Restrictions in these Industries can 'orce redirections in inr * 
vestment and emplojmvent flows Vhicli can be quite itamaging. 

Even the use of QRs for "escape clause" type.; of action may have 
short-term effects in developing countries which /ife rather drwutic. 
Hurray amf Walter argue that In developing countries where alternative 
employment of productive factors may be extremely restrictedi both the 
factcf* under utilization and factor mlsallocation costs resulting from QR 
Induced market closures may be far more significant than for advanced 
countries. Anotha- problem associated with QRs is the uncertainty they may 
indu'e Mong individual suppliers In exporting countries* confounding in 
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lom l!^uiKes the problem of export volatility which inii\y of them face. 

Tht Murray and Ualtei* work Is a very good illustratlo'^ of how 
difficult It Is to assess the quantitative Impact of Qfts. Analyzing the 
Ipptct of QRs developing country exports using existing trade data 
Is very difficult because there Is ainost no way of Identifying the 
pattern And volwe of deve1op1n9 country exports that would exist In the 



atrftnce of QRs. Murray and Milter approach the Issue fay contparing the 
export perfonnance of developing countries In markets controlled by Qfts 
with their performti^ fn markets not subject to QR restraints. T^eln 
presunptldn Is that If the developing countries have a smaller share In 
the restricted markets than they do In open ones>'the1r exports, are likely 
to be competitive In world markets and th^ would benefit from Qft liberal- 
ization. If developing countries have significant shares of both restricted 
and unrestricted aiarkets* this Is even stronger evidence that tbey are 

Competitive and should Increase further their| share of domestic markets If 

4 i 
restrictions are reduced. | j 

Upon analysis of the available data* the^^ authors conclude that* .In 

general those OECO countries which adialnlster Qfts on liiports of a particular 

product account for a relatively c;lnor share of total OECO Imports. Also 

the developing countries supply a h^atlx^ly sn^ll share of these restricted 

markets In comparison with their export'perfonnance In unrestricted markets 

and cnnsequently QRs do seen to discriminate against the dev^lopln^ countrTes 

In several products of export interest to thw*. Special treatment for 

developing countries' exports* in the sepse th^t the QRs affecting their 

exports are ellnilnatedi could significantly enhance their export prospects. 

If this Is not possible! a differential ellml^j^lon of QRs In favor of 

suppliers from developing countries over the developed third country 

4 . There *s In fact evidence that LDC suppliers are competitive with Ijnport ^ 
competing Industries despite t^elr Qft protection. 
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suPPllen alght be ^fmded on equity grounds^ Such a policy could also 
b* d«f€fM>cd on tf^1cl€fKy grounds as lofig as provisions are t^ken co 
tnsurc thtt such differential treatMnt does not becone an obstacle for 
a total i11»1Mt1on of the restriction In the 'fut^ire. They reconnendt 
hoittvtrt that as « seneral rule, "special" treatment i«ay be t-^erred to 
"dlffertntur trettwentt since the latter may lead to a penHaimt nis- 
allwatlon of resources on a global level If th* barriers are iwlntaloed 
to prestrw the differential treatment. 

' The special case df textile trade Is highlighted in the paper. 
Existing production technologies In the textile Industry have led to a 
shift In -ternatlonal comparative advantage toward labor abundant developing 
countries. The resulting trade flons bave seriously affected textile ^ 
producers! and'wrkers In the Industrial nations. The developed ''countries ^ 
have fotiixl the adjustment costs to be unacceptably high because of the 
ImJustry slzei Its geograpMcj»l concentration and the age and skill 
characteristics o^ textile workers. As a result^, they have negotiated 
voluntary export restraint measurest on a case*-by<-case basis between the 
Impacteif d'e^eloped country an^. the major export suppliers. As a result of 
Uiese agreements^ exp^rts^of cotton textiles grew more slowly tha^ a>\y 
other category of R»amifactur«d exPor s during the ld60s. The rate of 
growth of exports of cotton textiles of developing countries Increased 
dramatically In the ^rly 1970s Indicating the emergence of new developing 
country based suppliers who were not covered by existing restraint agree*- 
nents. These new suppliers are also likely to be covered In voluntary 
export agreements negotiated In the future. Hurray and Walter recognize 
the sensltlvl^ of certain sectors of the textile 1ndustry.and reconpend 
gradual adaptation to the trade flows created by changing comparative 
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^MU9t cofldU1or»5/*HCM«vert recoomend that even for sensitive 
ttxt11t,$«ctocSi Inports should b« permitted to grow at a rate that Is 
cofisfst<nt with i gradual (decline in tha level of output of the Inport*- 
coil^lrkff Industry. ' . 

Tha papert in covering tha range of alternatives for liberalizing 
QRSt groups tha; \nv> four categorlest rangli]^ from tha cases i^ere it 
is unlikely that tha QRs wtll be lifted to tha other extreme ««here the QR 
Ckn r«aHst1ci]1y be eHminated. 

(a) for ^he first^ category of QRSt consistiitg of non-negotiabte 

Qftst the only measure ^ich could benefit developing cour^tiMes would ^ 

1 

to reallocate the export-cour^tiy shares* giving. the developing cour^tries 

larger allocations. But the potential for helping developing countries 

in this area Is quite' United and traditional suppliers Miuld be unnecessarily 

affected. - ) ^ 

(tr). ^^^second category Involves QEts for which long<-run adjustment is 
"I \ ^ 

Indeed desired, tt night be possible to choose the Qfts of more Interest 

to LDCs first for liberalization and give them special treatment 1n this 

sense* Differential treatmentjn this second case could simply involve 

allocating larger shares of existing and gradually enlarged limits to 

developing countries'. 

(c) a third category muld be to bring all 1}Rs being used for OATT 
sanctioned safeguard purposes into a new GATT framework for the purpose of 
regular review to ensure the temporary nature of'^these measures. As 

"reSlrlctiohs are gradually eliminated differential treatment could be 
arranged by granting developing countries larger Increases. 

(d) finally, a fourth category might simpiy.call for the abblition 
of all residLat OAs and substitute other forms of protection tmre closely 

-4 
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to the market. Special treatment could 1nvo)ve reducing tariffs 
on pf^ucts of .export l^tterest to developing countries and differential 
tmtnilent could be prov^de^ ty^^dually Including the products In the 
^generalized systoa of tariff preferences to^ovlde for reduced*duty 
Mricet access^, differential treatment mfght be provided for a particular 
group of countrfes like the least developed countries ^ by giving then 
larger preferential tariff cuts. 

These special and differential treatment measures can also be 
graduated according to how successful the developing countries are In 
breaking Into the Import markets^ Categories could be set up under Mhlch 
the special and differential ^measures i«ou1d be reduced as developing 
countries pass through different threshold levels of Import market pene-* 
tratlon. 
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Hurray and Walter believe that these StD trade^llberallzlng attempts, 
aimed at the different categorlesi could be successfully promoted and 
carried out through a code ycff^conduct for QR use^ Such a code of conduct 
could provide a mechaiilsffi for notification* consultation and ^ justification 
procedure for the existence and imposition^f Qfts. 

Rachel HcCulloch In her connent on the Hurray and Vfalter paper under* 
scores the distinction between "special" and ''differential'*; ^HcCulloch 
argues that If product categorfes are appropriately chosen* developing 
countries can reap benefits without preferential treatment. Special measures 
are prpbab^y more consistent with theilon^ run objective of moving toward 
a. more open econon^t since they do not establish a group wfth a vested 
Interest In retaining existing trade rest^^ictiorjs^ 



The least developed countries wer6 orginally identified by the United ^ 
Nations as those countries with a GDP per capita below $100 in 1968 
prices* literacy below in the pott-15 year age group* and the share 
of manufacturing in GDP of 10% or less. Twenty^eight countries are 
presently Identified as least developed. 
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fHcCulloch also believes that to the extent that developing countries 
are nearer to the starting line jn the Industrialization Process than 
developed nation conpetitorst any restrictions **1ch close potential 
Mrkets are especially harmful to new Industries which have not yet 
reached a nlnimn efficient scale of operation^ In developed countriest 
new Industries often have a relatively large (and usually protected) 
domestic market which helps them to achieve s^le economies* To the extent 
that QRs perpetuate the market shares as of the date of introductiont 
they penalize especially the more recent entrants into the field. In addi^ 
tiont HtCulloch points out that QRs are^'hlghly complex administrative 
arrangements. Under these circumstances new and small suppliers which are 
frequently fron developing countries are likely to be at a disadvantage 
in dealing with the attendant red tape* 

for these reasonst McCuUoch believes that the rationale for special 
and differential treatment ca?^ be established on two grounds* One iusti* 
.fication would be the Infant Industry argument* Another justification 
would be on the basis that speclaV and differential measures are a form of ^ 
economic aid* The opportunity to supply a restricted market is worth 
something (the differential betweei^ donestic and foreign costs) and 
giving a larger-percentage of these rights to LOCs* a transfer of resources 
is achieved* 

lf\ providing special and differential treabnent* McCulloch believes 
that it Is better to use a differentiation criterion among LDCs whfch 
recognizes their 'share of the world market rather than their share of a. 
particular inport market a^ proposed by Walter and Hurray, Conceptually ^ ^-^"^ 
the world market share criterion is mare^ attractive but in practice it might \ 
be difficult to use fay an importing developed country If an exporting country 
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lAtlch h«s a sMll wrld narket shire has a large share of Us Import 
Mrlctl^. 

Flndl^ js also In basic agreanent with the Hurray^Halter approach-- 
to QR llbenllzatlon^ He argues that QRs o«i labor Intensive manufactures 
expofttd froi developing countries can fnistrate the wtdely recoimended 
export oriented development policies. Ulth sluggish gi^wth In %nrld demand 
for Important primary exports*. the faster growing markets for labor 
Intensive manufactures can provide the means to significantly Increase 
developing countries export earnings. Kow successful developing countries 
are In Increasing their export earnings will determine to an Important^ ^ 
extent how successful they are In Increasing their rate of economic growth 
with obvious Ifl^llcations for the North-South dlaloguei 

Findlay Is supportive of the Hurray^Ualter proposal that Qft^llberall* 
zatlon should be negotiated In a nwltllateral rather than a bilateral 
context. This could conceivably eliminate a **free rider** problem of having 
-some -Industrial countries trying to avoid eliminating some controls oh 



sensitive sectors while hoping that others behave In such W4ys as to | 
preserve the open trading system which Is in the Interest of all* TWe 
probltam with th^ multilateral approach 1s> of course* that the countries 
which want to avoHiait^rallzatlon w11T>es1st It. It Is ilso difficult 
to con^letely bypass 'trilateral rounds of negotiations due to, the difficulties 
of assesstf>g the trade Impact of individual (^s v«h1ch might prlnc^lpally 
affect one or a few trading partners. 

It Is clear that more international discipline Is needed on the use 
of quantitative restrictions." The frequency In the use of these restrictions 
has incre^s^^ in recent years and the rmiltllateral trade jriejH>tiations ^ 

present an opportunity to restrict* If not reverse* this trend. The Hurray 

'y. * 

and Walter Vecomnendatlort thart Is post attractive* from a trade 
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lib«rtl1zltion point of view, is the one proinotlng special treatinent 
to tht developing countries by eliminating the QRs of Interest to theot. 
Proposals for differential treatment to give developing countries 
larger shares of restricted lurkets are bound to be violently opposed 
the other suppliers of restricted iMrkets. 
Tbeir proposal of a code of conduct on the use of QRs Is also an 
attractive ene+ Such a code of conduct could not only envision conditions 
under which escape clause types of action might be taken butt more 
anAltlouslyt could try to establish a negotiating lAechanism by which Qfts 
w&uld be fS^rogressively eliminated In the future. Such a mechanism would 
contribute to guaranteeing the supposedly temporary nature of such actions* 
It should be added that one would expect the developing countries to 
eventually agree to such a code of conduct and given their fre<)uent use of 
QRs. such a move on th^lr part will 90 a long way toward liberalizing trade. 

SAFEGUARD HEGOTIATIDHS 

Gerald He1er*s paper discusses the international experience with safe- 
guard actions under existing GATT rules and makes a number of reco<ii«endat1ons 
to Improve the functioning of the safeguard system Including provisions of 
S&O treatment for developing countries. Article XIX of the GATT allows , 
emergency action on certain Imports If, as a result of unforeseen develop- 

ments and trade concessions granted, imports Increase In such quantities 

%ih1ch cause or threaten to cause serious injury to domestic producers,^ 

Heler believes that the resort to Article XIX has* however, been 
rather limited In comparison with the Invocation of domestic escape clausest 
voluntary export restrlcjtlons (VER$) and restrictions In the textile trade 

T The GATT contains several different safeguard, da uses (Articles XIf2(c)t 
Xllt XVII; 2. XIX - XXI, XXV. XXVIII, but Article XIX is the most 
relevant here). 
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such IS the Hjltlflber World Textile Agrewwnt. Countries have been 
reluctant to Invoke Article Xll^ln order to avoid the article restrictions 
th?t emergency actions are supposed to be taken only In cases where 
"serious injury" Is due to prior tariff concessions* to avoid the HFN 
rule «nd to avol^ the need to give compensation to the affected trading 
.partners. Under these circumstances the concept of Inurket disruption* 
has gained Increasing acceptance particularly with regard to International 
trade In textile products^ In the case of the 1974 Hultlflbsr World 
Textile Agreement* inarhTet disruption ws designated as: (l) a sharp and 
substantial Increase w Inwinent Increase of Imports of particular 
products from partlcuUr sources irftti the Knport Increase being measurable 
and dl) these productp are offered at prices j<h1ch are Substantltlly 
belowthose prevallingifor similar goods o^ comparable quality in the market 
of the Imporii^g country. ^ 
< fteler agrees Mitt Tumllr that a revision of Article XIX Is in order* 
in view of thb departures fron 6ATT principles fn recent years+^ iieier 
argues that safeguard actions should be evaluated with tie objective of 
reducing the st^of the dislocation costs due to sudden increases In Imports 
and the costs of avoiding dislocation.. The latter costs are those sustained 
by a.coiJntry through redi in the gains from trade (static Refits) 
and In the dynamic gains front Inport ccmpetitlon. 

The paper notes that there are a number of ^policy Instrunents available 
to reduce Imports to 3 desired level and that a^ hlerar^hs^'of desirable 
policies is ><idely recognized.^ Coupled with tTienrrfi|ction.Of Imports, a 



1 



7 Jan TumHrt "Eraergency Protection against Sharp Increases fn Imports". In 
H. Corbet and R. Jackson ^s.) In Search of a Hew WorW Order Utiilsted 
Pressi 1974, Chapter 15)» r 

8 See M. H. Corden Trade Policy and EcOnoreIc WeTf^rei fOxfoird.- Clarendon • 
Press, 1974) for a discussion of alternative poltcfes. 
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country m^y wish to resort to adjustnent assistance measures to 
compensate these affected the rise In Imports, 

With the objective of ffllntitlzing both dislocation costs and the ccst 
of avoiding dislocation fr<xn fiiports. Keler sti^^ests a tmber of proposals 
to refonn Article X.IX, His proposals ran^e from (a) requiring an actual 
Ificrease'in imports before Invoking an escape clause* (b) having an 
International comlsslon or v^nt} of experts review national procedures 
for detemlnlng Injury and compensation if any Is warranted to (c) 
International agreements on different degrees of Injury which would be 
useful In triggering an early warning ^system for providing adjustment 
assistances . \ 

Heler also argues strongly against forcing a country ivhtch Invokes 
an escape c1atise» to offer compensation* In the form of>a most^f avored* ' 
nation concession* on selected products exported countries adversely 
affected by the Invocation of Article XIX, Although Implementation of 
this proposal would weaken one of th^ most Important 6ATT underpinnings^ 
In practice this has already (Kicurred with the recourse to VHRs and the 
like Jnany countries. It can be argued that the Impossibility of re*':h1ng 
a mutually satisfactory settlement on the basis of reciprocity might'lead , 
a country* confronted with an emergency* to avoid using Article XIX and, 
take recourse In some other pleasures, The'nondlscrlmlnatcry basis of 
Article XIX may appear particularly Inequitable to developing countries 
\ih1ch afpejsmall suppliers^ or new entrants but are denied access to the 
safeguard*- Invoking country's market even though ths safeguard was 
Initially Invoked because of injury from another large supplier. 

The paper also recomn^nds that a reformed Article XIX should Involve 
some coflmjtments and procedures* giving other countries ^n effective 
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«s$ur«nct of « continually gro^ng access to the protected narket aM 
Of t fortsmble rwiov«1 orthe lurket stfegutrtf. This ts especially 
InporUnt for developing coimtrtes that are entering new export mrkets, 
Helef ^rftes irlth Murrey and Milter on the Importance of edjustment 
esslstance policies In helping to Increase the speed with which change 
con be ehsorhedt while safeguards should be designed to sIom down the 
speed of the change that has to be absorbed and dlQested,, 

With regerd to procedural, matters the paper emphasizes that (i) the 
dettrmlnatlon of conditions on which the executive branch of goverivMnt 
Is celled to take action be entrusted to a statutory body whose term of 
office not be coextensive irlth that of "the executive and (11) that* after 
a pi^llmlnary Investigation* this body should hold public hearings In 
vhlch all Interested partljts* Including foreign f1nns> could be represented 
and argue their case. In addition* It would seem logical that the burden 
of proof should fall on the Invoking party, 

He1er*s final general recoRinendat1ont.^end probably^ti^^jaost Importunt* 
Is that the MTI4 should adopt a comprehensive view of safeguards and focus 
on all^measures Instead of only on Article XIX, Such an approach might 
discourage the Increasing proliferation of VERs and QRs, It ist'howevert 
a iwfst difficult objective to achieve since large trading countries wuld 
probabli^ prefer to maximize their policy flexibility ffee from Internationa/ 
surveillance. 

With regard to safeguard^ actions as th^ affect developing countrfest 
the paper defends special and differential treatment for developing 
countries based on the principal of redlstrlbutlve justice. This principle 
holds that the poorer^party should not be made to stand a loss which the 
richer party could stand better. This rule of conduct'^ls* of courset at 
the heart of argumentation on behalf of ai\y special and differential 
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tftitacftt^ Ift the case of quantitative restrictions the argument can 
also be Aide on efffcferkoy grounds as Ua7ter and Hurr^ have done 

The Heler^per hes difficulty fn comfng up tifth novel proposals 
for SIO. Stich difflctiltfes ere due to the Inherent conflict whfch 
exfsts between preserving exporting countries* Interests while tt the 
sa»e tine protecting Import sensitive industries. Heler proposes that 
in the Cis« ¥*^ere developing countries' suppHers are not the major 
^offenders* they shou]d be ^xeinpted front escape clause actions. When 
some IDCs are tne major offenders only those which are disrupting the 
doMStIc Industry should be affected by an escape clause action. Keler 
wuld also supplenwnt these measures with a general guideline originally 
proposed by Tumllr: CMirgency protection measures im\6 not be ai^lled to 
Imports from countries whose exports of that product to the country Invoking^ 
the clause have been growing at less than the average rate of growth of 
imports from all sources.^** 

He1er*s approach 5s one of selectivity In Invoking escape cUuse 
actions^ One could argue that this method could turnout to be o two-edge 
sword for Implementing S&D treatment for developing countries. , It could 
very well be that semi-Industrialized countries like Brazil and Ktorea might 
be singled out for action under t selective approach. The very fact that^ 
h cotjntry has to invoke en escape clause action oifa MFN basis and might 
have to give compensation under Article XIX serves as a deterrent for such 
actions. Unfortunately* these deterrents: have worked too well and the use 

g Jfefer gives as another reason fOr SSD treatment for developing countries 
that In return for Improved access to Advanced country markets* the 
developing countries.mfght connit themselves to refrain from organizing 
cooModlty markets with price-raising objectives and might guarantee ^ 
stable supplies of primary connodltles. Given the politics pf the 
negotiations It 1s very unlikely that this Is a reasonable negotiating 
avenue. * 

10^ Tuml1r» op. cit. 
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af othtr fnstrtiMits hivc prol1fe^^t«d Affectfng significantly developing 
coiiiitrits' fxp^ts. If Stt trtitnetit f^r ueveloping countries* exports is 
90fn9 to be ich^eved in ^ tules for sifeguirds oit the basis of selectivity! 
MfegMT^ actions should tx i^^Ued in a my which ensures th^t deve1o|>irk9 
countritr txports not he subject to nore actions as a result of this 
selective applicttion* and the proliferation of new trade bftrr>rs is 
avoided. 

Irving Kravis, while agreeing with Heier ift iwny respects, beU^ves 

that potentiil trade geins for the developing cotinti*jes from neit^inizing 

the use of safeguards ^re greater than those fim a differendl adninistn* 

tion of sef^^uards. He argues that sone kinds df safeguard actions are 

proUbly unavoidable since developing and develoPHl countries place their 

dONestic interests ahead of any international coMnitmnnts wit.'l respect to 

tra^* Kravis supports Meier's proposal bf m6re specific c**iteria for safe' 

K: ^ 
gu^rd invxation and the provision of imHUVater'^V><ontrols uMCr such 1"^ 

vocations. He warnst howev^* ttiat therV 1< a.1fni1t to how nwch can be 

done along these lines before cotintf''ieVlJlecid« to ignore'international ^ 

coawitin^ts and safeguards Use their useful role of enccuraging countries 

to enter into trad^ commitments which they othendse woitld eschew. 

■Cravis argues that an effectijve way of inhibiting the use of safeguards 

is to raise the perception of these costs in each developed country. One 

way would be through auctioning import quotas if safeguard actions take this 

form. The proceeds could be placed in a multilaterally administered aid 

fund. The reve^iues produced by the auction of quotas would make explicit 
m 

at l^ast one .iirt of the cost of restrictions and therein strengthen the 
hands of those favoring f/£er trade. 
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UwrtfKt lOriuse fs very sl(«pt1ca] of the possibility or desirjbnity 
9f JUvlAg doM/nk stfcfuartf act^oRs nonltored by aR iRUrmtlonal body as 
propostd ^ Helcr to rtfomArticU XIX^ He believer that such a panel Is 
yftlilctly to be an objective oi>e and that couRtries t»uld simply ROt submit 
th«utlvts to Such aR iRterattiooal discipline^ 

J Kiriuse argues thit rather thiR ntkiRg Article XIX provisiORS sharper 
tlwy should b^ left the my they are or even Mde fuzzier so that **ad hoc** 
K cqwodttlotiscaR be Mde betweeR litigating partiest and Article XIX used 
pore fre<^Rt1y^He critUltesHeitr for believiRg that tradlRg couRtries 
wild be willing to ^ive StO treatment to developiRg countries or the basis 
of need when talffng a safeguard action^ lOrause fs afraid that a selective 
approac^^ to safeguard iRvocation could very easily lead iRto couRtrfes 
'liivokiRg Artlce XIX for a greater variety of trade restraiRing actions. 

Peter Kenen iR his concludins rewrks made aR iRteresting proposal for 
the use of a tariff*^6ta to deal with market disniptiOR cases^ Under his 
sch«iel temporary relief from impo^^t competition muld be gIveR imposing 
quotas Of) the exports of the current exporting couRtries at the original 
tariff fate^ A tariff surcharge wuld apply to imports coming from aR ex- 
portiRg fiouRtr^- iR excess of irfiat Is a'tlowed under its quota. A sh^re of 
the import market Notild be ^unallocated to allok new comers to enter the 
market at the original tariff rate^ Under this arrangement countries 
experiencing improvements in their competitive positions would thus still 
be abTe to ''increase their exports if their Increases in^productivity are 
large enough to offset the higher duty rate created by the surcharge^ The 
tariff surcharge on iii^rts cooiing from a country in excess of its original 
quota could go to zero gradually according to a predetermined schedule^ ' 
Differential treatment could be provided on behalf of developing countries 
by hiving reductions In the tariff surcharge .take place faster in the case 
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of 4ml0(»1iisi countries* tjcports* 

Ntftf *s mttMMttlnts tre slnllar to those Mde by ttolter and 
Humy in tUt smt ttet thty ill argut for nort fnt«mat1ona1 discipline 
In the use of qutntlUtlve restrictions end fdr cleirer rules to re9u1ete 
> the kvos1t1o<k of mt restrictions. Neler believes thatArtlcleXtx should. ^ 
be refOTMd to nike It nore coiiprehenslve. In this Hey> Kopcfallyt the 
prol1ftrtt1o<k of new trt<lie restricting pechtnlsts ¥0u)6 be avoided. Holer 
Is elso In favor of tightening tV definition of'inJury In esca|>e clause 
eases «r4 having an International coMnlsslon revlev national procedures 
for determining Injury'. 

Altfio^igih there Is Implicit merit In clarifying the procedures of 
fnjury determination t trading countries tilll probably be umfllllng to give 
en International panel the power to review their Injury detatmlnatlon 
procedures. A GATT panel night be more useful In providing the means for 
a country Invoking an escape clause action and the exporting countries 
affected ty such action to negotiate a mutiJally satisfactory settlement and 
guarantee the temporarlness of trade restrictions. 

Ceplrlcal analysis Is probably needed to determine to uha't extent 
SID can "be provided to developing countries by selective Invocation of 
escape clause actions In the ne#r future. If a selective approach Mr^ to 
be more generally accepted Internationally and developing countries Increase 
their shares of developed countries* sensitive markets In the futuret 

developing countries could^lndeed be selected out for esca|>e clause actions. 

1 

This could facilitate a negative form of StD trealment. The experience .In 
the textile trade seems to Indicate that this Is a real possibility, because . 
of such a danger proposals for StD treatment based on a selective approach 
should be evaluated carefully. ^ 
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S08SI0IES MO COUHTtmfAILIWi OUTIES HEMfTIATIfflS 

Dinltl ScKydtowsl^ irgMs In Ms paper thtt an accepted element of 
any new isncncnt on the use of export subsidies and other promotion 
scImm should be that equity and Ifttenuktlonal relations considerations 
Justify a diffcrtntlal trtat»efit for export prowiotlon .scheiws adopted by 
developing countries. Sc^ydlot^l^ believes that export sul^JdUatlon can 
be defended for developing countries essentially on two grounds^ (a) On 
the grounds of the long recognized principle that exporters should not be 
plKed at a conpetltlve disadvantage as a result of taxation levied on the 
inputs of the exported products. This principle leads to a refund of the 
duties paid on the linported raw materials of the exporting countries. 
Scrvydlowslv goes one step further and proposes a generalized drawback 
nechanisc which would cover all the repercussions of Import protection 
which have the effect of 4Acreas1n9 export costs and (b) on the grounds 
that export subsidies are needed to correct for distortions existing In 
factor and product markets which make market prices Inappropriate guides 
to 'ihe real competitiveness of developing countries* Industries. Unless 
corrections are made for ^hese distortions* world trading arrangemertts will 
not Maximize world welfAre^ For these reasons ^Scl^ydlowsky argues for a 
generalized compensatory subsidy to offset the effects of the existing 
distortions. 

Schydlowsky makes his case for a generalized drawback subsidy on the 
basis that a drawback of Itnport duties allows an exporter to compete on the 
basis of his own productivity only In cases where he exclifslvely uses 
Imported Inputs as soon as domestic production of Inputs exists behind a 
tariff wall, that Is no longer so. When some Inputs are sourced domestically 
behind tariff protection* costs are not less than when the coasting Imports, 
are used. When the refund Is only made available on that part of the Increased 
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cotts c9rr«spofiA1ii9 to 1aportc4 1i;pots» tht 9eftera1 prfficfple that tikt 
tvporUr should conptte on his om productivity is lost^ The author 
cmclirfis. thit tht txport lubildy should refMnd the fcU Increase In 
cott ik« to tht l«port protectlcn^^^ Schr^Towsky <Uo 9«Rer<Tlzes tht 
•ituiMnt fnuMtirltl Inputs to alT cost Incrtasts arising from tixitlon 
of inputs. Sont of tht othtr costs thit ScHydlowsKy proposes to consider 
»rt Ificreeses In Ttbor* ctpitiT end Inventory costs due to the existing 
prottctlon on finished goods In the exporting country^ 

Th^ tppT^cfttlon of a 9ei$erM1zc4 drawback requires tJtree eTomts of 
Inforwtlon for application to a product or a sector: the cost 
structure* the TeveT of taxation of Inputs* and the repercussions of taxes 
on thriMlniT M9« leveK The infonaatlon on uxatlon of Inputs Is pt^Tic 
lcnoiiTed9e and cost structures could suppo5edTy be obtained fron Industrial 
surveys or by petitioning the daU froti individual exporters. SchydTowslcy 
takes for 9ri>nted that the estimation of the inpftct of Input taxation on 
the fMlntT Mage Is not too difficult. 

Tht second part of the author's subsidization proposal* his proposal 
for a 9enera11zcd compensatory siib>fdy* Is based on world welfare iMXi«1za^ 
tlon 9rounds. When product and factor markets are distorted (e.9 
overvalued exchange rates* linport and labor narlcet restrictions) mrket 
competitiveness no longer provides a correct guide to comparative advantage. 
The paper proposes to calculate narglnal social cost In lieu of Marginal 
private costs and compare the fomer with world prices. 

pue to the well-known distortions of factor and product «arlcets in 
developing countries^ the observed prices for labor and capital and the ' 



Schydlowslcy uses the tenn subsidy In this InsUnce different froi GATT 
temlN>logy which does not consider a drawback to be an export subs14y. 



26 



- 23 - 

txlstlitq ^change rate do not adequately reflect the marginal social 

12 

costs of using these factors of production* To maxinize world Incoinei 
" filter costs Mould have to b^valued at their marginal social costs which 
.would then.be translated frow local currency Into foreign exchange values 
by use of the shadow price of the ^change rate. The developing countries 
with the smalleist costs will have comparative advantage In such Industries, 
tn ttie cases wttere the estimated marginal social costs are differe^it from 
the observed private costSi fhere would exist legftlmate gCf'^nds for export 
subsidization. 

!n this frameworki one would have to consider the distortions created 
by the tariffs In the iniporting country. World prices do not reflect consumer 
utility whenever \mport dtitles exist in the major consuming Countries. 
Import taxation fn this case drfves a wedge between world marginal social 
cost and cotfsumcr marginal utility. Export subsidies offsetting sufeh— ^ 
Import duties are welfare increasing and thus are fully justified on world 
welfaVe grounds. 

The ap)>licat1on of the generalized compensatory subsidy requires the 
same cost structure information as the application of the generalized draw- 
back, and requires In addition the availability of a set of shadow prices 
for the inputs and the outputs. Sc^ydl^ky proposes that the shadow prices 
be periodically calculated fay governments and publicly announced. He-, 
suggests that there might be a need to have an International bo4y supervise 
the calcutatton of shadow prices in order to avoid having them tlUed in a 
way which generates unnecessary export subsidization^; 

- TT^ ' 

S«e the Scltydlowsky paper, p. 186 for a discussion of these distortions. 
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Schy^lOHSky Is a^re of the opposition thtt might exist to his 
proposal tiid for this reason recciniends the adoption of a compensated 
di^liiatloit as a "iasellite** expart proiwtlon tool for developing countries^ 
A coi*pe(iut«d devaluation muld entail a change.ln the financial exchange ^ 
ratt-accOApanlcd by offsetting changes In export taxes and Impont duties. 
Such a.coiwisated devaluation Mould partly eliminate the need for drawbacks^^ 
and subsidies to correct distortions^^ 

eela Balassa* aUhough agreeing with the spirit of Schyd1oitsky*s papeir, ^ 
raises objections to his proposals on theoretical and practical grounds, 
tflth regard to the 1flq>lefnentatl0n of a generalized coitpensatory subsidy to 
correct for iMi^rket distortions^ Balassa refers to the problefns involved In 
shadow price estimation and the lack of a 19enera11z^ use of thcNt In 
In^estwent planning in developing countries* * Since the use o^ shadow 
prices Is not widespread for lother purposes* countries might have difficulties 
In using t^hen to assess the need for export subsidies. In addition Balassa 
points out that a more appropriate solution Is to remedy distortions directly 
In those factor markets where there arf differences between shadow and ^ ^ 
market prices, Ba1assa*s suggestion Is strengthened once It Is^reallzed 
that many of theie distortions arc policy InducedJ^ 

Balassa Is also skept4cal of the iqstlficatlon for ^port subsidization^ 
on the basis of offsetting the !>r1ce effects of tariffs of Importing countries 
In order to Increase consumer welfare. The price paid by the^ domestic 
consumer will not necessarily decline by the full amount of the export 
subsidy* especially If developing countries' producers have a small share 

13 See sctt^dlowsky* P^ 193*13^1 for a discussion of the limitations of a 
conq>ensated devaluation In performing the roles of subsidies as envisioned 
In hls^ proposal. 

14 Jagdish H. Bhagwati; "The General Theory of Distortions and Helfare**! jn 
Jagdlsh Bhagwati* {edj* Trade* Balance of Payments and Growth * Amster- 
dim, North Holland Publishing Co,, ly7K 
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in tilt Mrld nrktt <nd export supply eUstfcltfes well as substitution 
t1<it1cftft$ <r« 1oii. \pm iifght ^\zo ^dd that fnportfng countrfes wuW 
not «9r«t to pemU subsidies on these grounds since they wnild tend to 
undtnMne their prottctlonlstic objectives. 

B»1as$4 Isitso doubtful of the necessity of litctuding In e gentrtflzed 
driMbick stich costs <s liiport duties peld on cepltal goods and Increases 
In labor costs resulting froi the liiq>os1t1on of tariffs on Mge goods. 
.' ^ Huiy capital goods ere Inported duty free end there ere problais In 
estlMtIng the Increased Interest costs and wages due to protection, 
Belasse shows in his cament that under reasonable essuiq>t1ons the value 
of such Increised'COsti Is not likely to be that significant. 

On the other. hand» Belessa rewinds us of tHe yttU known proposition 
that efficient Industrialization policy requires the provision of equal 
Incentives for export production ai^ Import substitution activities. He 
* argues that promotion of manufacturing act1v1t1e$«should be pursued to the 
extent thi>x provide social benefits In the Ibrm of the training of skilled 
' labor and technological change that are not fully captured in the 
-entrepreneur's profit calculation HeJ>e11eves that export subsidization 
^ should be limited so as to assure that developing countries do not employ ^ 
excessive subsidies which distort competition and result In economic costs 
^ to them. As a'^posslble application of this approach* he suggests that 
|, International rules be adopted^to limit the acceptable rate of export 
^ ^ <^.^subs1dy to the average tariff on manufactured Imports In the exporting country. 



15 ' 

For an expansion of this argument see: Lorenzo L, Perez: "Export 

' Subsidies In Developing Countries and the 6ATT**. Journal of itorld Trade 

LtWt VoU 10» j(o, 6, November/December 1976, 
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HiithtvO. Marks In his commhU on Professor Sc^ydlowsicy^s piper Mfcer-^ 

the point that l^wrtlng countries mIII be prepared to ttke ineasure^ to 

furtlMf tim wifare of the mrU only to the extent that these iieastires 

«rt fkot Incoftslsttflt vfth what these lnqwrtlng countries deen to be their 

CM Mlfart^ Mirks believes that proposals for the use of export ^subsidies 

t 

based on the principle of the naxlmimion i>f world welfare will have 
lliMted receptivity. He Is also concerned that the granting of export 
subsidies to correct for the effect of ex1st1n9^ distortions In the product 
and fector narkets will only encourage atkl permit the continuation of bid 
ecofMMic policies which originally Caused nany of the distortions. 

Harks also points out that subsidies have a revenue cost and that 
richer develo^^lng countries are likely to be In a better position to take 
advantage of generous subsidy rule^ with the possible result being that 

y 

poorer ^developing countries nty be driven out of Importing markets. For 
this reason he suggests that there should be a graduation mechanism for the 
use of extwrt subsidies with developing countries becoming more subiect 
to the GATT discipline on the use of export subsidies as they become more 
successful In their export sales. 

There was a lack of consensus In the Conference with regard to the 
subsidy Issue. Schydlowst^ argues for the extension of the currently 
accepted drawUck principle to a generalized dran^ck subsidy. His other 
P«^sa1 for a generalized compensatory subsidy Is on weaker grounds If the" 
distortions whose effects a subsidy Is supposed to cancel are policy Induced 
and could be eliminated or reduced by a change In the policies which 
originally created than. In defense of this criticism ScKyd1owsl;y ^rgucd 
that first-best solutions are not likely to'be practical ami the generalize 
compensatory subsidy proposal could be viewed as a compromise solution, i 
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Htlt stcoltd proposil MOttId htve a better chance of beln^ accepted Inters 
Mtlontlly If the use of t generalized coptpensttory subsidy noul6 be 
Kcoipeitled tty t coMltment on the P^rt of the exporting country to 
diengt K«e of the po71c1es Mhlch originally created the distortions, Thfs 
ippmch WHJid iMHint to accepting a second best solution while moving to 
t first best one* ; ^ * - 

It Is surprising thet Schydlowsky does not emphasize more the existence 

of economic externalities, e.g.t the Infant Industry case* as a justification 

/ 

for export subsidies. He believes that these cases are less Important 
enplrleally than the Instances ^here subsidies are .'',^t1f1ed on dls^rtlon 
.^rounds. 8a7assa aclcnoi^edges the Importance of e.' _^rna71tfes but his 
propoia7t of allowing an export sbusldy equal to the average tariff protec* 
tlon In the exporting country* ^IthougH very easy to Implenent* has the 
problem that It gives the sane amount of promotion to Industries i^lch might 
need different degrees of prcaK)t1on. Nevertheless* It appears c7ear In 
principle that a general |>roposa1 for special and differential treatment 
on the use of export subsidies could be based on a cooiblnatlon of a 
generalized drat^ck subslcfy* a generalized compensatory subs1<y^W1th 
coiMltments to policy changes, and sane provisions to take Into account Infant' 
Industry situations. 

The question of the political acceptability of such a program Is still 
a very real-OhV andt In this connection the ccmnents of Matthew Maries and 
other (participants of the setulnar should be taten Into account. With regard 
to the Implementation of such a prograoi It Is reasonable to expect fhat some 
of the internal consistency of the ScMlowsl^y proposal MUld have to be 
given up on behalf of simpler rules which wou|jl-Ytc111tate the Implementation 
of an export subsidy program. The Implementation of such a proposal would 
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^ be difficult to stll po1itk<11y and the chances for Us approval would 
iMprovc If thty ire tied to a mechanism by which, countries as th^ 
develop further ire required to use subsidies In the manner as 
dcve1<^ countries. But a major educational ar>d political effort Mould 
be required to reach^agr e eat e nt on such an approach, 
COHC|,VST0HS ' ' ^ 

Quite a mmber of Issues were touched on by the authors of the seminar 
papers and other participants of the seminar In analyzing t^e- possibilities . 
for special 'and differential treatment in the multilateral trade negotiations. 
The highlights of the papers and consents ^re discussed above. Although 
there «es no clear consensus on mai\y of the issues discussed a number of 
underlying themes kept reappearing in the different sessions which shouli^ 
be Identified in ^his concluding section. One recurring theme Mas that 
special and differential treatmentmeasuresLShou1d.be implemented within, a 
process of trade liberalisation. In a trade ^liberalization process special 
and differential treatment measures can and should be provided without 
creating new trade restrictions, Mn such a pr^ocess it would make sense to 
- liberalize first or faHer Intematiohal tr^de'ln the pr&ducts of interest 
to developing countries (special treatment In the Hurray^Halter sense). 
The seminar participants were generally In agreement that ^permanent prefer* 
ences on behalf of developing countries shoultl be avoided since such neasi^res 
would be to the detriment of a morecompetltive 1(iternat1onal trading system 
and eventually harm the trade interests of developing countries. 

Another recurring theme In the,d1^cussions was that the international 
econoiqy is undergoing structural changes through which developing countries 
are gainin^ an ijicreaslng comparative advantage In labor intensive pr^ucts. 
This development will cause serious frictions In Korth^^South trade relations^ 
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as Ubor intensive Industrie^ In developed ccHintrles feel the Increased 
conpetltlon fnm developing country exports. Although acknowledging the 
seriousness of the problWt there was a consensus by the participants of 
the panel that Industrlallzec' countries should follon policies ttm would 
adjust their econonles andiftlow an Increasing antount of "developlngj^^ountry 
exports into their marlcets* These policies would tend to maximize 'world 
welfare but Involve economic'' costs to the affected Industries In the short 
Yun, Such a process of International adjustment would produce obvlouSL 
consumer beriefits to developed countries and it is probably Indispensable 
if developing countries are going to continue to meet their financial 
coimltincnts Iji International money markets by Increasing their export earnlngsJ^ 
This approach Is most obvious In SchydlowsKy^s recommendation but it Is also 
1ji9pllc1t In the other two main papers* i 

Special and differential treatment^ineasures were proposed In the seminar 
on both equity and efficiency grounds, Murrayi Halter and McCulloch 
implicitly and explicitly employ an infant Industry arguttent in arguing for 
differential treatment In thoSe cases where QRs should be used at alK 

y 

However,^hey prefer a process by which QRs are gradually eliminated for 
efflcleikcy reasons* On equity grounds ttwy argue for special treatment In 
the Qfis area by halving the trade in goods of^lnterest to developing countries 
liberalized faster* Keler argues on equity grounds In favor of S&O treatment^ 
lathe safeguard area while Sc^dlowsky makes the case for S&D treatment In 
the subsidies' area on both efficiency and equity grouOds^ 



fi case 11/ point Is South Korea wtiich has^ been able to service Increasing 
debt levels with Improved export performance. 



ERIC 
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A finit Issue discussed wis thtt of the poHtfcsl acceptaMHty of 
tftt proi>os«d trtitnent lietwts.' dne cannot ignore bow difffcult It . 
^ would be^to obttin paMfanenUrfan approval fn developed countries for 
$mt of 'these prograais/ It wis felt that In order to fncreastf the 
political acceptability of these progruis developing countries would have 
to reciprocate with their own trade liberallutlon measures and that as 
they develop th^ would have to luke comltmen^ixto adopt trade practices 
closer to those of .the WTT* Uith the proper policy mix these trade 
liberalization Measures andlncreas^ connitments to GATT rules should 
help the grm^ih performance of developing countries and Increase the 
benefits of jfntematlonal trade to all participants* 
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Chi1niiin*s Opening Rentarks 

* Peter Kenen 

Princeton University 

ft, BRUCE timmi - Foreign Service Institute: Ladles and gentlanent 
90od mmif^* On behalf of the Foreign Service Institute and t^e Agency for 
Inttmitlonil Developiientt I would like to welcome to the trade seminar 
thit/We are holding today on special and differential treatment for the 
developing countries fn the Httltllateral Trade' Negotiations, 

, Or^ K^en Is the Chalman for the seminar^ Dr. Kenei^ Is a graduate of 
Cd1tM4>U and Harvard Unlversltj^^ Frofn 1964 to ,1971t he was a Professor of 
tconotKcs at Cdlumbla^ Since 1971t he has been the Halter Professor of 
ttonpnicst and the Director of the International. Finance Section at Princeton ^ 
University. 

^PR^ VCHEN: Thank you vety nwdi Kr^ Dunconte. The prograoTcalls for toe 
to Mke SQ*e welcoming statetaents, I will try to be brief* ^ , 

The Jthree. papers t^fore us todify deal wfth a range of Issues having to do 
with special and^ differential treatment for developing countries^' with etch 
focusing qt\ one dljnensfon of the trade negotiations the matter of iJRSt the 
natter of safeguard procedures and the matter of subsldn and countervailing 
duties. 

The papers differ In the emphasis they give to particular aspects of the 
problev*^ ^^ome of the most important Issues can perhaps be Introduced by these 
. questions: Firstlyt what Is the rationale In each dimension for giving special 
or differerrtlal treatment to the developing countries? S^ond1yt*what sorts of 
differential or special treatment might be afforded from an administrative and 
political point of view? Thirdlyt what degree of reclprocltyt If anyt ought to , 
be'requft*ed In each areAt or perhaps In other areast In return for special or 
differential treatment? Fourthlyt what difficulties are we likely to encounter 
In negotiating dUferentlal or special treatment? - 

-35 '. 
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I iMfM mt the <uthor5 will try to focus on these questions In thefr 
presenUtfons today ti^<rd1 ess of the dejgree to wnlch they my have discussed 
thfli in their preptred papers. In the Initial presentations and later fn the 
general discussion* m ml^t also try to cover somr broader questions defining 
^ tht cont^t for .analyses and i>e9ot1ations of these particular issues. There tst 
^ for exanplet the <|uest1on that has been troublesome In s11 North-South ne^o* 
tIatlMSt which Is the probl^ of differ^tfat1n9 anto!i9 developing countries 
for the purpose of 9radiiat1n9 countries from one class of eM9lM11ty to another* 
Mat ire the Implications of do1n9 so in each of these ;£pec1a1 areas? 

It Is worth aslc1f>9i moreov^rt whether these particular areas within the 
. Hultllatera] Trade He90t1at1ons are indeed the ones that afford the wt promising 
opportunities for s^lal and differential treatment. Should we be focus1n9 on// 
these or other aspects of conmertfal policy as the most fruitful ones, In which f 

to differentiate the treatment of developlng^and deveioped countries? ^/ 

**' fi 

Another question has been mentioned In at least one of the paperst addr^sfn^ 
the extent to which some luld pro quo should be requested outside the trad^ ' 
negotiations * something other than a ireasure of reciprocity. There may be 
trade-^ffs between concessions 'tn these areas and concessions in ot.ier areas of 
concern. ^ * / 

* The broadest question has to do with the context of the cur/ant negotiations* 
a matter on which all of us make fmpHcft Judgments when we deal with trade 
polky. Are we dealing today with a holding operatlont trying to resist a 
j.^ retrograde tendency 'In trade policy, or are we on the eve ^f an opportunity for 
further substantial liberal Izatlon?**" * / 

Flnallyt Professor Meier's Paper raises a vital question. To what extent are 
we dealing with the particulars of national trade pollclest and td what extent are 
we Or should'we b^ talking about tht rewriting of the International 
commercial constitution? ^ 




- 33 ' 



Al^of tltese ^uestfcns are irelevdnt to the particulars of th^ suggeuions 
m MIX be able to m^kt today. But let me turn without further delay to the 
co-authors of tht ffrst pipert which deals with the liberalization of quantl- 
titlvt mtrlctlons on liMpOrts from developing countries. 
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Spfctti and QfffertntUI LfbenHzation of QuantfUtfve Rtstffctfons 
ori Imports from Devetopfi»g Countries 

Tracy Hurrty and I1190 Uftlter*" 

TMs ptptr cowftfers specUl and dffftrential treatjuent of titports fron 
dtvtlopfijg countrf^j in providing oppomnttfts for fnprovwJ mrket^access in 
sKtors wiMn <tu»ntfUtfve iiaport rtstrfctfons (QRs) constitute an iiportant 
obsUcle to irade^ The ttm *'specfa1 and dffferentfal** hts been only va^utty 
dtffntd so far. It is generally taken to mean Wfng special attention jto the ' 
trade fnUrests of less deyeloped countries (LDCs)* This definition oiMits 
strong connoUtions of vertical equityvor ^re precisely* inequity^ That is> 
the basic justification of •'special and differential** treatment rests on , 
inequalities in the ability of countries at different stages of devetopnent 
to coffpete in the real world nf international covmiercial dip1o«lcy^ He shell 
add to this argimnt the further pi:oposit1on that QRs-^even Mhen initially 
applied on a nondiscriminatory basis* tend for various reasoi^s to be dispropor* 
tionately restrictive for the pro^**ns of existing or prospective export interest 
to the developing countries. 

Ue shall thus define •^differential" measures ^s those Mhfch provide LOG 
exports Rore favorable narket acqess than non-LDC exports»i.e.» preferential 
access. And we shall define "speciar measures as those whfch are applied on ^ 
an.NF]l (non^discriminatory) basis but targeted specifically on products of 

*ftespective1y» Associate Professor of Econonics and International 8usiness/and 
Professor of Economics and Finance* Graduate School of Business Adiinistration* 
Kew York Oniversity^ The authors are indebted to Kr. UiUim Qeasoai for 
statistical assistance: Hr^ Mat Evans and Professors Ronald FindliO^* Peter 
8* Ykntn and ftachel HcCulloch provided helpftit conMnts on an earlier dr£ft» 
presented at an FSI/AIQ Joint seminar on "The Multilateral Trade He90tiations 
and the Developing Countries*" M^shington* QiC.» ZZ Feiiruary 1977* 
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pirtlcuUr concern to the <tevelop1n9 countries. This my or may not corre- 
spond to the terms of reference of the GATT Framework Improvement Group* fom^ 
In t4ov«Mber 19?^* charged nlth examining the developing countries' stake In the 
HultlUter^l Trade Hegotfatlons avkl possible changes In GATT rules in their 
Interests. 

Ve shall begin by reviewing '&rT<^ny the nature and econt^nlc effects of 
quantitative trade restrlctlonst focusing particularly on an enylrlcal assess^ 
ment of their overall Importance for the trade of developing countries. Mt 
pnoceed to dfscuss the special case of textfleSt alternative approaches to 
QR liberalization embo<ty1ng special and differential characteristics* and 
possible neif features In the rules of International coovnerclal policy to 
facilitate ImpleiDftM^ng special anct differential treatment nlthln an overall 
fk^ameMork of trade liberalization^ 
I* Introduction 

As a component of the protective structures of .developed market-econoniy 
countrlest quantitative Import restrictions (QRs) have been assigned a number 
of Specific functions. 

first* QRj have been employed to provide permanent shielding from Import 
competition to selected economic sectorst such as agriculture and textllest 
that are considered ^'sensitive" for social or political reasons—sensitivity 
ascrlbed'to such f^Ktors as national self-sufficiency as a policy objective* 
the need to protect low-skill workers* regional economic balance, Intersectoral 
Income parity* and the lUe. In affording permanent^ protection quotas have 
the advantage of being "positive" In the sense of not allowing shifts In 
domestic or foreign market conditions to Influence the volume of Imports^ 



^ Hultllateral Trade negotiations Hews * tl,S, Department of CociTDercet Office of 
Internationa) Trade PoMcyt Ho, 2Zt January 19??- 
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Second* fiRs ire frequently used for balance of pe^yments purposes is 
t^wrtnr ixptdlcrtts. Although this practice has fallen Into disrepute* 
<|Uliit1Ut1v« iMpori limits MUf be placed on all inerchandlsetnnsactlons* 
or en certain product categories where domestic production can more or less 
riadny sutttltute for Imports* with the Intent of cutting down on expenditures 
^road as rtftected In the current account of the balance of paymeflts. this 
utt of QRs Is usittlly crisis-oriented* and tends to be replaced by measures 
In otbtr secfm-^Wh as deflationary microeconomic policy* excbange-raU 
aUeratloA* or excbin^e contro1--w1th1n relatively short periods of time. 
At 1«ist Mong the developed mirket-ecvnoiv ^untrles* the existing system of 
floating txthange tates W a general coRmltment to refrain from begger-thy- 
neighbor policies lowers the threat of (^-related trade disruptions arising 
ftm this particular source* 

thiirdt Qfts may be used to provide temporary protection for inport- 
competing suppliers utiCtr **escape clause" or similar arrangements designed 
to ttse problems of adjustment fay domestic Industries to rapid shifts In 
trade fjows* The economic rat^lonale here Is that the associated adjustment 
costs depend In part on the speed of the adaptation required* and that slowing 
down^the pace of Import growth can sl^lflcantly reduce these burdens for the 
sectors most directly affected. Economists have relatively few obiectlons 
In principle to such measures applle:^ to promote *'order1y*' and low-cost 
adjustment processes.^ They ^* however* emphasize the Inevitable development 
of vested Interests Intent on retaining "tenpor^ry" QRs for periods longer 
than can reasonably be Justified on adjustment grounds* 



evidence to date Is not veiy clear that slower* more orderly* adjustment 
over longer periods of time Is In fact cheaper U;an rapid and disruptive 
adjustment which Is completed In a relatively short time period. The political 
costs* however* luy be viewed rather differently. 
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A relatffl "antl-^fsmptlon*" usz of QRs Is to prevent foreign suppliers 
ffm UkW advant«9( of rittrictt^access for predatory purposes, to Inflict 
ptrwACnt li^ury on domestic suppliers that Is unjustified by underlying 
)lc«WMic fKtorSt Inlorder to take advantage later on of a less C0iq>et1t1ve 
ntrfctt structure* Similar ly> Qfts nay sometlnes- be used to counter foreign 
govtnwwnt 'subsidization of exports* as »iell as the trade-deflecting effects 
of closure of th1ird*country markets i^lch lead to a sudden Import surge. 
Ajatn* the use of QRs Is^lnjtended as a temporary expedient* In this case to 
deil with forc1gn*source departures from th^ free interplay of market forces^ 
Thtir subsequent removal In response to alleviation of the offending private 
or public policy measures may be somewhat easier than In tne aforementlon^ 
cases. But the use of countervailing duties or Import surcharges may still / 
be preferable to the imposition of QRs as a tcfporary expedient to achieve 
the same ends. 

Finally* QRs may be usetT-tOs retail ate agalfi^t foreign restrictions * 
liposed on natiortal exports* usually w^^ere alternative adjudication of 
disputes has failed^ HDreover* special forms of QRs can be ployed to 
regulate trade with individual nations under bilateral agreements* and 
embar^es my prevent imports from specific countries for political reasons. ^ 

QRs continue to pl^y a prominent role as a tool of trade policy* 
certainly as reflected In current legislative mandates and GATT rules. The 
U^S. Trade Act of 1974* for example* empowers the President to use quantitative 
restrictions as a way of providing relief from IftJury caused by Import competl* 
tlon. One tJ*S. objective In the ci'rrent Holtllateral Trade Negotiations (HTn) 
Is to " + . .obtain international safeguard procedures designed to pemit the use 
of teiq}orary measures to ease the adjustment to change brought about by the 
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effect of ^uch "negotiations upon the growth of International trade. In 
Its ettenftts to seek reform of the 6AT7 negotiating machinery* the U.S. has 
pressed for expansion of the safeguard previsions to cover all types of 
restraints. used by toun^rles In response to Import related Injury of domestic 
Industry* Including QRs. * - ; ' 

The 1974 U.S. Trade Act also provides for the use of QRs> alone or fn 
coaif>1itat1on with liqwrt surcharges* to de^l with serious balance of p^^rits ^ 
an4/or exchjinge rate pressures.^ Horeover^ QRs aia(y be used to counter unfair 
trade practices on the part of foreign suppliers to exclude the goods In questlor 
from the U.S. market* or to retaliate against foreign Import restrictions and 
withholding of supplier The President may negotiate the rwval of existing' 
f)Rs> although the resulting agreements must be submitted to the Congress. for 
approval . 

Within the franjework of the GATT^ Article ' ' *^xp11c1t1y prohibits the 
application of QRs to Impoi^ts from other contracting parties. However* the 
list of exceptions Includes provisions to alleviate critical shortages of 
foodstuffs; administration of classification and grading standards; enforce t 
of dones^lc restraints of particular products; removal of temporary agricultural 
surpluses (all Article Xl); balance of paints adjustment (Article XIl); 
Infant Industry protection (Article XVIIl) only for LDCs; temporary escape* 
clause protection (Article XIX); enforceinent of domestic health and social 
welfare standards (Article XX); and assurance of national security (Article XXl)* 
In addition to effectively permitting pre-GATT national QR legislation to remain 
In force. Despite these wide-ranging exceptions* It Is clear that the U.S^ and 

^Trade Refonn Agt of 1974 * Report of the C<Knn1ttee on Finance* U.S. Senate on H+R 
T?10 (WashlngtoW* O.C.: U.S. Government Panting Office* 1974). p. 23. 

^Indeed* Article XII of the GATT authorizes for balance of pa>nients purposes only 
the use of QRs^ Instead of tariffs* apparently because they could be more easily 
dismantled when the need for Inqwrt restrictions has been overcome. 
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Other countries have applied Qlts in vlplatlon of the spirit of the GATT Articles 
and art continuing to do so**espec1a11y In providing essentially pennanent pro* 
t«<^^n to j2>ec1fic economic sectors*^ 

There ^re several different types of quantitative trade controls^ First* 
quota; are either "global" or "selective*" Global quotas fix the toUl amount 
of a particular product that can be Ijnported from ^ny source during a partlcul^ 
tiM period* Selective or discriminatory quotas do the sanie thing with respect 
to a specific foreign supplier* Global quotas are sometimes sttbdivlded Into 
a niirt>er of supplier-country quotar* thereby defining the relative shares of 
overall allowable Imports allocated to each one* Unused country quotas may 
or (nay not be reallocated to other suppliers, and there Is the possibility 
of reassi gnments of country quotas from one t\m period to the next* Alter- 
natively* global quotas are often administered on a flrst-conie-first-served' 
basis to the benefit of the more competitive and sophisticated suppliers* 
Such an administration Introduces an eleinent of uncertainty regarding the 
date on which the quota becomes filled and, therefore* imports are no longer 
permitted* 

A number of triggering mechanisms are available for use In quota admlnis* 
tratlon. Import calendars (or seasonal quotas) are sometimes used In the 
agricultural sectpkr* limiting Imports to periods wnen there i^ no domestic 
harvest or when it Is 1nade<)uate to meet domestic demand at acceptable prices* j 
Conditional In^rts may be permitted In case of ddmestic agricultural supply 



^Thls Inqludes restrictions Imposed under Section ZZ of the U*S* Acprlojltural 
Adjustjn^nt Act; the European Conmunlty's Comnon A^rlctilturaT Program: the 
variousltextlle agreements negotiated under GATT auspices (see below); 
provisions In trade legislation that do not limit the use of QRs In escape- 
clause kctions; the Increasing use of "vojuntary" export restraints* and the 



like. 
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shortfills* Discretfofiary licensing nay be used for iwch the sane purpose 
In the fK»tigricu1tur«> sector* «nd may, not be associaied with ai\y explicit* 
published quot^ but r«ther leaves decisions on permissible inports to public 
authtnrititt* assessmentsof the state of the donestic^^rket. ^ 

Other quantitative restrictions to trade inclujle ''voluntary" export 
restraints (VERs)* under which individual supplier countries are convinced 
to cut back their exports to a particular market wher^ they^are viewed as 
disruptive. Such restraints are normilly imposed under the explicit threat 
of quantitative or other \(nport restrictions in case^f failure to act* A ^\ 

critical element of coercion thus underlies VERs* 1^rolving QRs or other . 

/ 

restrictive measures that may themselves be in y;lolation of SATT coflwitments* 
They are often Justified as ''orderly marketin9" techniques applied ^ilaterally 
and nay be made multilateral, extended and iiSstitutionaliied for j;r^rticular - 
sectors in a fonn such as the 1974 Intemaiional Hultifiber Arrangaaent (UFA) 
in the textiles sector or its predecessor* the long Tenn Arrangement Regarding 
International Trade in Cotton Textile (ITA)* established under the auspices 
of the GAH in 1962. Despite the likelihood that VERs will lead to collusion 
among foreign suppliers (see below)* the 1974 Trade Act encourages the 
President to negotiate such restraints unJer "orderly awrketing agreements." 

Whether global or selective* bilateral or multilateral* (^s (a) may 
be fixed In terms of the amount of trade permitted, (b) may provide fior growth 
of iinports but often ifmit then to a particular proportion of the market* or 
(c) ma^ be fixed from time to time according to prevailing conditions in 
the markets 
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Explfcit quantitative litport controls are generally administered by 
jthe Issuance of licenses— pemlts to linport. Licenses may be allocated to 

f Inverters, according to historical transactions or some other basis more ot" 
less arbitrary* or they may b« auctioned off by the government. Resale of 
licenses may or may not be pemUted* Allocation of licenses to domestic 
manufacturers of like or contpetltlve products may lead to underut nidation 
oi^ quotds^ Countries subject to "voluntary" export restraints may likewise 
allocate export permits to various suppliers anctf If resale Is permitted, 
mirkets for such licenses may develop as wefl,^ 

Several other non^-tariff barriers to trade may be considered to be 

' forms of QRs In the sense that they quantitatively restrict Imports. One 
Is discriminatory government procurement* which promotes public purchases 
of goods aiKt services from domestic sources even when competitive Import 
supp^lles—all things const dered^^^^are less costly. Another Is domestic '^content 
restrictions Ifl^sed upon government contractors and subcont reactors. The 
general pursuit of "buy domestic" practices by finns under the Influence of 
goverranent or subject to governmental campaigns also falls under this general 
headlng^'-as do "mixing and milling" regulations that specify the maxlmimt 

' Imported content of products pen^tted to be^offered for sale. The effects 
on trade are similar to those associated with more explicit quantitative 
restrictions. Still another type of QR Is foreign cid tied to procurement 
by the aid recipient In the donor countryt a practlceVoUowed by most 

%rom time to tlme^actlve markets for ''export licenses'" ^tiave developed In 
several Asian nations as a result of g,s, "voluntary export restraint*' 
agreements under the LTA, \ 



ImtttStPiftl nations^ FfMlly,;a nwi>er of countries In'ilst on licensing Imports 
for "stitlstfcal" purposes* i^idi my at times serve to restrict trade-neither 
directly or a^, a resuU of delays and uncertainties Involved In the Issuance of 
licenses^ y ' , * 

-It should, perhaps also l>e noted th^^^ the variable levy system^ adopted 
1ti the a9r1culturel sector Iby the European Economfc Cfiinnunlty as a-crltlcal 
part of its Co«inon^,Agr1cultural Policy, has effects very similar to QRs even 
though It Is net classified as such* By assuring that the Import levy always 
equals SX more than the dffferertee between %nr1d market prices and Internal ^ 
target prices* variable levies make sure that Imports are confined to the 
role of filling any temporary gaps that may emerge ^between Interna) production 
and demand at those prices* 

A much less restrictive approach Is the so-called *M:ar1ff <luota/ under 
which a predetermined volume of Ijjiports Is admitted under a bas^lne tariff 
rate.(Ke^. HFN or GSP) wlttflmports beyond that limit being assessed a higher 
rate of duty. Such a provision Is embodied In the GSP preferential tariff 
systems of the EEC and Japan^ The U.S^ International Trade Commission has 
recently suggested a similar approach.for providing temporary protection to 
the U.S. shoe Industry— the lOX MFH tariiff to ^PP^y, on imports up to 26S 
million pairs annually Vlth additional ImparyCl paying a 40% duty which 
will gradually decline once again to the lOX HFH rate over a five-year period, 

lastly* *'state trading" government monopolies which are given control over 
all Imports of particular products may also considered QRs under certain 
conditions* Under such arrangements a govemnn^nt can adtdnlstratlvely tailor 
the volume of Imiports to accord the desired degree of protection to Irnport- 
competing suppliers* 
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!I* liPlj^tions for Countries Apolviw QR^ 

In tenits of their Impact on .the dootestfc econofit/, quantitative Import 
cofitrols have a great dtal in comnon i^fth titrfffs.^ Goth serve to raise 
prices of li^Mrttd products to doaiestic buytti^ Both cut the volume of 
1i^>arts. 8oth tefK^to stifnulate domestic Import-conqietlng production and 
reduce l^ds of consumption* Both generate efficiency losses In the domestic 
eccnoqy and brtng about the redistribution of InccHne from consuiners.^^aijt^ 
ducersr^ But while tariffs bring about these effects by taxing the cu^tomsf 
value of iinports* QRs do so by physically limiting the quantity of If^rts 
allowedr thus setting effective stipply to the market equal to domestic supply 
plus quota 1inports-*w1th the latter reinalnlng the saitte regardless of domestic' 
Or foreign market developments. 

tn a static wrld, one important difference between tariffs and quotas 
Is the revenue"«ffect^ With tariffs* the govenwent collects an amount equal 
to the tariff rate tlntes the amount of In^rts. With quotas* the same revenue 
Is collected only if Import permits are auctioned off In a competitive market. 
Otherwise there arewlndfaU profits for the Impor^rs, for noncon^etlttve 
forel^ exporters Increasing their prices, or both. In the latter case, the 
application of quotas may lead to worse terms of trade than do tariffs. 
Selective or dlscrleilnatory quotas have the additional disadvantage that they 
generally fall to concentrate Imports on least-cost foreign suppliers, unlike 
tariffs, thus leading to a wasteful use of world resources. 



^There has beea extensive discussion among econCHnists concerning the condltloii? 
under i^lcb tariffs and quot» are "equivalent" In both general equilibrium and 
partial equltlbrlum trade models, with and without the assumption of competitive 
ma^ketSi^ One Important qualification In coinparlng quotas and tariff^ Is the 
assuji^tlon of perfect competitions when monopoly clen^nts are present the 
"equivalency** of the two Instruments tends to break down^ See Jaodlsh Bhagwatl^ ' 
"On the Equivalence of Tariffs and Quotas*" In R. Baldwin et a1. (eds J Trade , 

- Tariffs an j Growth (Chicago: Rand HcHally* 1065) S^e also M* E^ Krelnin, "The 
Equivalence of Tariffs and Quotas Once Again*" Kvklos , Harch 1970; and Ingo Walter 
"On the iqulvalence of Tariffs and Quotas; Jtofliftent.'* tC yklos, Harch 1971* 
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In < 4yfiMfc mr}^f marginal supplies In response to groKlng domestic 
demnd com ^rrm Iwfmrts under tariff^ end from domestic producers under 
qwt«s. Efficiency lossest fiscal revenues foregone, ^nd Income redlstrlbutloit 
from cofisuMfs to producers 1i>crease under Quotes but remain the same or decline 
under tariffs* £ff^t1ve protection of Jif)or£*coiiiipet1n9 suppliers also Increises 
un^r quotas but remains the same under tariffs as a result of domestic demand 
^mrth. Oomestk and foreign irtarkpt stocks renal n Independent of one another--, 
an Insulation that tends to aggravate Inflationary pressures In the Iniportlng 
coixitry by holding down the growth of productivity for a given rate of monetary 
expansion. 

From a perspective of economic growtht quotas may cause more damage 
than tariffs. One Inportant fuijctlon of Imports In mature economies Is to 
'^scavenge^-'to put pressure on declining Industries and force out hlgh^cost 
producers so that' the factors of production einployed by them can be reabsorbed 
In other Industries- where their marginal productlvl^ Is higher. In spite of 
the adjustment costs Involvedt the "churning" of productive factors fr^ lower 
to higher efficiency activities Is an Important part of the growth processt 
and In open ecornMiles Infiorts provide significant stimulus In this area* Uhen 
this function Is Impeded* particularly as a result of cutting the Unlc between 
national and International markets by the In^sltlon of QRst growth of the 
nat1ona1*econon\y suffers* 

Another element that Is often overlooked when considering Import controls 
Is the fact that the resulting Import reduction tends to lead to an artificially 
overvalued currency which reduces exports. Thust^the question is not whether 
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to adjust to liport cippetttion (i.e.t protect Jobs) but hSSL adjust* ^ 
"n^.dicfsfoft to fwpose l«pOrt controls Is ftnpllcftly a decisfon to encourage 
«ipl(QMnt and producttonNrfiere 'domestic productlvll^r Is low and discourage 
tiitse activities In export sectors i«ftere dcHnestlc productivity Is high. 

Still anottier problem with quantitative Itiport restrictions that daes 

not arise In tfte case of e(iu1va1ent tariffs Involves the transactions and 

^ ■> 

fnttrflm efficiency costs of allocating Iniport privileges, these allocations 

be ramtoiLand create IhfleKlbllltlest potential corniptfvitt and Iheffi* 
citncles aion) firms usihj tbeiiH*an costs which are hard to tieasure but 
nonetheless real. In addition there Is the possibility of quota underutlllzatlon 
wfitlofied earner* Such effects often hit hardest those flnns which use 
Intemtdlate Inputs that are Inserted and subject to quotas. 

''Voluntary^* export restrictions on balance aprnear to do more damage 
to .the national «cono^y of the Importing country than do import quotas. This 
Is becau_se the foregone revenue that would have gone^io the governnient under 
^a static-equivalent tarlfft or to domestic Importers under*an 1ffl|>Qrt quota 
least In part)t definitely goes to foreign exporters under V^s. they 
may encourage these exporters to coUudet and thus create a monopoly element 
In Import supply. Both factors serve to worsen the 1*nportihg^ nat1on*s terms 
of trade and rentier V£Rs the worst possible option for the Importing natlont 
from a static welfare point of viewt In achieving a given level of protection. 

QRs also turn out to be an Inferior policy Instrument when used for 
balance of payments purposes* In spite of their ''positive" ability to restrict 
lM><>its. tariffs or Import surcharges have the dual balance of parents effect 
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of stt1tcMn9 purchases from Impbrts to bone^praduced 9t>ods and simultaneously 
drtfning speti^fng poi#er frow th^^income stream through the^revenue effect* 
Iiport quoUs accodipllsh only th^ former and, 'if exporters abroad raise their 
pricest letd ,to iiKreftsed foreign exchange disbursements for tHose importi 
4lto»*dv Even if this fs not tKe caset QRs iuirdly cut doincstic s^ndinj as 



this fs not tKi 
windfall 9a/n: 



those who reap the windfall S^ns n>-inject the resulting purchasi 
into the income streanit thus^^^nducing further negative balance of p^ymi^nts 
effectSv 




In addition to^hese aggregate effec|St (here are micro elements whl^h 
reduce the attractfvieness of QRs* Exporters inter^ted in waximiiing their 
total export earnings will change the con^sition of exports from low unit- 
value iteiis to higjt unft- value Uems within a given QR or VER product definition* 
.The reduced availi)bility of t^a low unit-value items will disproportionately 
affect consumers of such itetns--i*e*t the QR can be expected to be a r egressive 
taj^on in^rting-Zcountry consufners-*.al though domestfc producers switching 
output the other^way may moderate this effect* Horeovert ai\y such switching 
of output within product categories will noticeably reduce the negative iiq>act 
of QRs on iiport expenditures* Both of these disadvantages of QRs or VERS 
are absent when ad valorem tariffs are used to provide equivalent protection ^ 
though not when specific tariffs are used* 

A nunber of studies have attempted to measure the effects of QRs on 
the national economies imposfna them*^ Some have taken a very aggregate view» 



^See for examle Stephen P. Haaeet "The Welfare Effects of Restrictions on U*S* 
Tradet" Brookings Papers on Economic Activity , 1972; C* Fred Bergstent The Cost o 
jggort Restrictions to Aweric*n Cons^flners (Hew York! American Importers Associat 
1972?; Ilsemntzt U*s. Import Quotas: Costs and Consequences (Washingtoot DpC*: 
American Enterprise Institute* 1373); Harry H* Bellt "Some Domestic Price Iin>li- 
cations of U*S, Protective Heisurest** in Unlterf-States International Economic 
Policy in an Interdependent |torld . Vol* 1 (Hastiington, D*C.: U*S* GoveriMent 
Printing Office t and Andrew F* Brinaer, ''Import Controls and Domestic 

Inflation/ Federal Reserve B^ard {mimeo Jt Hovest>ert 1970. 
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< nunber of other studies have attempted to assess their Implications 
for specific Industries and sectors. Dne recent study of voluntary export 
restrcfnts Involves steeK In 1989, the EEC and Oapan agreed to limit 
their exports to the U.S.^ Each was, assigned 4U of an overall limit 
of 14 million tons, 4 Rflllon tons below 196S Import levels, the remainder 
be1n9 assigned to other (non-signatory) countries. The self-limiting quota 
Mas gradually Increased in later years* and In some years was non*b1nd1r^. 
It MS coupled to a 7£ tariff rate, ^Mch declined gradually as a result 
of the Kennedy Round, although the VER presumably was the operative t' tde 
Wrier. Over the 1969-73 period, actual steel Imports were about ■ 
million tons, compared Hith an estimated 108^3 million tons In the absence ^ 
of trade restrictions. Domestic shipments during the period were 475 nilllon^ 
tons, compared with about 456 nllllon tons estlinated 1" the absence of trade 
controls^ The Import market share, which averaged 15% over the period, 
would have been sllghtlyover ZOi. Absence of the trade barriers would have 
led to a gradual Increase In the market penetration by 1mpo.rtSi Inducing 
Z% layoffs In the^ steel Industry work force and corresponding profit losses 
of domestic steel firms, but these would have been more than offset fay 
gains to steel^using industries and consumers as a result of lower prices.^ 
HL IrnpHcatlons for Exporting Countries 

Just as Ws have a variety of effects on the countries using them as 
tools of commercial policy, so too do the^y Influence countries exporting the 
products being restricted. Such damage, of course* cannot be wholly ascribed 



^James Jondrow, "Sfects of Trade Restrictions on Imports of Steel"* 
Conference on the Impact of International Trade and Investment on Employmnt; 
The Department of Labor Research Results* December 2-3, ig76 { mimeo j 
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to qits^ It wuf ofttn .^tilt frtMK tariffs and other types of tride restriction 
<t Mil <s vlth tmftvonble mrket changes such «s recessions In 1«port1ng 
ciHmtH«s« 4m1<^<Mt of substUutest the like. Such MHtet^reUted 
thiftt imy either transitory and can be /ridden out" vlth soaw di^te of 
asturaiM that th^ will i>asst or more penunent but sufficiently graduil 
as^to be assimilated by the econoay In a reasonably oirJerly >»y» ^' 

Llnlttttlons of nirket-access by means of Inport qtiotas reduce export 
dflPin^t export earnings and output and enployment In the affected Industries. 
PerMnent Qft protection of !'sensU1ve*' sectors skews trade patterns and 
Industrial structures of exporting countries away from the dictates of Inter* 
jutldfiat conparatlve advantage. Exports may flow to third countries at lower 
prices than would haA, been obtained In the absence of Qlts. Hence the terns 
of trade deteriorate* unless the exporting countr> Is able to collude with 

other si^pllers under a global Qlt to raise prices or can Itself raise prices 

i 

under a selective Qfu^ln which case Us terms of trdde may Improve^ In the 
absence of this sort of monopollzatlont however^ the exporting country's 
gains fron International trade and specialization will be smaller^ Domestic 
resource^use w^ll In any case be less efficient. 

Permanent QR protection also dajnages the economies of the exporting 
countries In a growth context. Instead of permitting exports to reflect 
domestic shifts In the labor forcet capital fonn^itlon and technological 
changet these agents of growth have to be channeled Into alternative sectors 
where their contribution to growth jnay well be less, since existing pattern! 
of comparative advantage In developing countries tend to favor labor-intensive 
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Industrlest ^rtcfselV those frequently sutject to QRs in the industrial 
tountHes,^ the resultant r«d1i^t1on of the sources of economic growth In 
sudt a setting can be d«P«g1ng 1nde<!d^ On a Icng'term basfst then* QRs ^ 
prevent exporting countries from using their productive resources to fullest 
advtnUge and stunt their Konomic growth. This Is something the developing 
countries can 111 afford. 

There are ott»r costs >s welK -^Sone LDCs are so heavily export-oriented 
and lAport*deper>dent *hat negative developntents In the export sector such as 
^hose engendered by Wis make themselves felt quIcUy In the level of aggregate 
economic activity. And often export earnings are heavily "oncentrated In a 
single product group whicht If Impacted by Qfis» may bring ecotwmic hardship 
to a particular developing country out o^' proportion to the Importance 
or protecting the Industry In question to th* iinporting .country. Haf^ deVelop'" 
Ing countries also carry a heavy burden of e^temally^held dfibt> i<h1ch they 
must service In lar^e measure out of export receipts. In atteapts to secure 
further Toans abroad or refinance existing debtt QR*1nduced problems In 
export performance may elevate the degree of countiy-rlsk in the eyes pf^orelfln 
lenderst thus Increasing th« cost of borrowing and/or reducing the c^vuniry's ^ 
access to international credit markets. Hot least important* most developing 
countries maintain exchange control regimes of one kind or another* i^ereby 
foreign exchange earnings are rationed (Hit to meet import needs according to 
established priorities. Ucaicnes^ in exports Induced by QRs may thus lead to 
redtx:ed 1n*Ports and even jnore unfilled needs than would otherwise exist. 
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Ttht ust Of Qfts for **es(;ipe clause" type ictlon* undef whatever tHggtr 
MchMlsMi art us€4> m%y hav€ shoftHem effects In dtvelopfn^ countrfes that 
art nth«r drtMtlc^ Stiddtft fnposUfon of Qfts and Us effects on export and 
Production volms rtlctfes pro<luct1ve factors whfch way rawln uM^toyod 
for SOM ^im btfbrt btfng reabsorbed fn other sectors ^re thefr prodttctlvfty 
H J<mr* In divelopfng countrfes* where alternative aip1oy«ent of productive 
^factors my be extr«pe1y restricted* both the factor^underutlllzatlon and 
factorndsallocatlon costs resuU1t>9 froa QR-lvKluced mftrket closures iny be 
f^r wre significant than for advanced countries subject to the sbm sort 
of restriction J** One element that any soften these effects Is the possibility 
of trade^deflectlon from the closed inarkets to those remaining free of Q^s^ 
Yet the rapid groiftii of exports to such open markets via trade deflection 
mi^ generate adjustment problems In those countries and raise the probability 
of additional QRs or other protection there as nell. 

Another problem associated with QRs Is the uncertainty they mjf Induce 
among' Individual .suppliers In exporting countries. Published global quotas 
with permits Issued to prominent Invorters may place them In a dominant 
bargaining position If there are numerous potential suppliers available In 
Various countrleSi^ £ven if this Is not the case* efforts to collude with 
other suppliers may lead to Indeterminate prices and market shares^ Country 
qtjotas may have fewer such problems associated with them^ but there Is 
always the question: Which domestic suppliers will be chosen to serve ' 
the restricted foreign market? This Is even more true of "voluntary" exPOrt 
quotas* i^ere the allocation problems of rights to export are similar to 



'^here Is an Issue of who should bear the risk of Instability* See Jagdish 
Bhi9wat1> ''Export Market Disruption* Compensation and GATT Refona*** tmcTAO* 
Harch 1$76 (m1 meo.) > and G. Heler* *'The Safraudrd Negotiations and the 
Reform*^ U.S. Department of SUte { m1meo,) > Fe^Mruaiy 1977* 
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those related to the Issuance of licenses In the QR-lmposfng country* described 
«r1ier» Biit perhaps the greatest degree of uncertainty results from discre- 
tionary licensing, unpublished quotast seasonal quotas and similar measures 
which prevent export suppliers frcm assiming stable and orderly foreign 
MrketSt lastly* developing countries In particular often run the risk of 
Inadequate Infbmatlon about the characteristics of foreign QPs* in part because 
^ their trade^lnfonnatlon networks inaty be pocrly developed and staffed. 

The instability and risk that cnay thus be associated with QRs affecting 
an LDC^s exports eiay compound the problem of export volatility which mai\y of 
them already face. Countries ofLen count on diversification of exports into 
(unufactures and semi -manufactures as a way of mitigating the export instability 
that tends to characterize primary coitiii944t1es markets. QRs impede this diversi- 
fication through their negative i/npact on investment incentivest thus caking the 
prospects ftir thedeveloping country worse. 

The aforefnentioned growth -retarding inpacts of OK.^ on developing countries 
are not eliminated v^hen "escalator" provisions are built into the Qfts, as under the 
Multifiber Arranganent in textiles. A six percent growth factor may reduce 
the damage to a mature exporter such as Japant Taiwan or South Korea- -although ^ 
even here the ceiling on growth rates can still lead to dfstortive effects. 
Ndwever* for an LOC only just beginning to develop its industry in a restricted 
product line* where minimally viable scale economies require initial export 
growth rates as high as SO-^lOO perc^t, the demage may be severe Indeed and 
may preclude certain new sectors from developing at alK QRs may thus "lock 
in" miniscule market shares for many developing countries and preclude what 
might otherwise represent some of the most promising long-range options in 
national growth strategies. 
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To suMtrl2ei Just as QRs may be Judged more daina9lii9 than tati ff$ to ttu 
economic welfare of countries Si^i^ijrtng there, so their ablMt/ to effectively 
sever the Interplay of market forces anions countries may make them more dama9lii< 
to fxportfng countries as welU Their effects reach Into the fabric of natlona 
economies* both as short*-term shocks a,nd as permanent barriers to export 9rovth 
and they may be particularly damaslng to developing countries as a result of , 
limfteo transformation possibi Titles* sti;uctura1 ri9idit1es> and poorly develop 
Infrastructures V If it is true that LDC exports are particularly susceptible 
by their veiy nature to the liaposition of QRs> such arguments should provide a 
relatively firm foundation for *'spec1a7 a«d differential" measures to achieve 
their liberalization^ 

IV* Incidence of (Ifts on DevelnPlng-r^Mntrv FitPOrts 

There are serious problems in measuring the incidence of QRs* which 
essentially Involves estimating how much trade might occur In their absence^ 
This* in turn* requires est1mat1n9 the effect of QRs on domestic prices* on 
quantities demande^l ^ domstlc consumers or usersi and quantities supplied 
fay Iniport^competins producers^ Both domestic demand ai.J supply elasticities 
are needed as well as the forei9n supply elasticities. Since the estimation 
of these parameters Is notoriously difficult, assessments of the "restrictive 
effects" of QRs based on this technique are usually little more than educated 
9uesses, Alternatives are available if one can project pre-QR Import growth 
rates and compare the resulting hypothetical Imports with QR-^restricted Import 
valueSi or if cross*-sect1ona1 comparisons can be made between countries 
applying QRs and those that do not. 
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Still anotlwr alternative is to determifrt the ^'coverage*' af trade ' 
by qfts— that is* the proportion of a country's exported product-groups qr 
ekp^t volumes subject to QRs abroad. The problem here Is that th^ QRs tneht^ 
servesN^lstort the export-volune figures. And even if undlstorteff^l^ts 
are used* "coverage^ estimates ^ not pretehd to 

measure what would have 
happened in the absence of QRSt i.e.* their restrlctiveness. Dn the other 
hand* such esticnates do give at least slme indica^oVwbgther QRs represent 
a trivial or an important problem for UOCs> individtialiy or as a giroup. 

Apart from the textiles sector* discussed below, U.S^ quantitative 
restrictions at present cover Imported meat* specialty steeK petroleum 
productSt printed books and periodicals* alrcraftt ships and boats* dairy 
products* oil seeds and fruitSt margarine and other edible fats, sugar* 
chocolate and other food products containing cocoat certain preparations 
of flour and starch containing cocoa* sweetened for^ige and certain other 
food preparations. Imports of wild bird feathers are G>ntrolled, as are 
narcotics and firearms. In terms of their import-restrictive effectt with 
the possible exception of sugar and nveat* the majority of American QRs would 
not appear to have maior trjde-restrlctlve effects on lDC exports at the 
present time* given lOC supply capabilities. QRs on periodicals* ships and 
boats an<f perhaps^veral of the other products may affebt exports from 
individual developing countries. Hence it appears that the principal IOC 
Impact of U.S. non-agricultural QRs resides In the textiles s^tort assuming 
that oil Import QRs are today redundant. 



^hhis problem Is equally as distortlve ^hen post-QR data are used to estimate 
various demand and supply elastlcltiest since the observations on price do not 
necessarily lie on either the demand or supply function. See Ingo Walter, 
^'Kontarlff Barriers and the Export Performance of Developing Countries***^ 
American Economic Review * Hay 1971. See also* R^ 6. Hawkins and K Walter (eds.) 
The United states and International Markets (lexington* Mass.; O.C* Heath* 
1972)* chaptera^4^1 5. * 
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This Is less true of other developed market econoiny countries, Francet 
tUIyi Ja]>ini Portugal and to ^ lesser extent Switzerland! Norway and the 
Benelux coimtrfes mjntain more extensive QRs on Industrial productSi Including 
such Iftportant items as footweari ceramic tablewaret cutletyi and tools— 
itttkough a certain amount of 11t>eralizat1on has occurred over the past decade 
or so» In the agricultural sectori leaving aside the European Connunlty's 
variable levy schemci $w1tzer1andi Homay* Austrlai Japani France and Canada 
are among those maintaining long lists of comnodltles that are subject to 
Qfis at the national level . 

As DOtedi analyzing the Impact of QRs on LDC exports using existing 
trade d^ta Is very difficult because there Is almost no xhy of Identifying 
the pattern and volume of LDC exports that would exist In the absence of 
QRs. tte shall therefore attempt to shed some light on the question by si^nply 
cofti^ring LDC export performance in markets controlled by QRs with their , ^ 
performance in "open" markets^-those having no restraints. The presun^tion 
is that If LDCs have a larger share in "open** markets than they do In restricted 
martcets, their exports would tend to be competitive in world markets. Libera- 
lization of tfiSt even on a ncn-preferential basiSt would thus benefit LDC 
trade interests, Hencei policy initiatives could well be limited to "special" 
measures to liberalize QRs*-1,e,> choosing products of export Interest to LDCs 
first, Ufi on the other handi LDCs dominate both markets they are obviously 
competltlvei and if they supply neither they are rat competitive at alK 
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Table 1 presents LDC exports to the OECD countries of those products which 

are controlled by. QRs in at least one OECD country^ The trade flows are then 

subdivided Into QR and "open" 'marfcets^ The former category covers Imports Into ' 

cottf^es that actually apply QRs to the products In question* while the latter 

do not .apply QRs to these s«ne product-groups. Textiles are excluded* btit will 

/ be treatedf separately in the following section, 

J 7 

/ LDC suppliers are Inconsequential for half of the QR*product groups* 

/ 23 of the 45 BtH two-digit categories subject to a.ny reported QR among the 
' 9EC0 countries. It seems clear that these are not Instrumental In restraining 
Imports from developing countries* and their liberalization would not appreciably 
stimulate LDC exports, ^ 

The data ^or the re«na1ning product groups sometime^ seen to hide more ' 
than they reveal. For exainple* consider coffee and teai where the LDCs supply 
over 90X of both QR and "open** markets* and sugar* where the tJ,S* quota pre- 
ference for the Philippines and proximity to the Dominican Republic might have 
explained the high LDC market penetration into this QR market. It might be 
that these are simply cases In ^hlch the developlng^coun tries were competitive 
when the QRs were first Introduced and consequently received a relatively large 
quota allotment that has been '-maintained administratively over the years* In 
fact* It might be argued that the QR has "protected^ the LDCs' share of the 
QR |marf:ets-*a share that has eroded somewhat over time in the "open" markets* 
It might also be that LDC Enarketlng channels were better established In those 
markets which happen to be controlled by <[fEs than in "open" markets. 
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One ¥9^y to assess the extent to whfch QRs affect LOG exports U to 
tsk how heavily LDC ej^ports are concentrated In QR markets. If the lar^e 
^Hwrkets are cofitrolled QRSt what the relevance of conv>etUfveness fn 
"open" markets? Liberalization of QRs would be a prerequfsUe for any 
significant fncrease *n LDC export perfonnance. Three prod«cts--petroleuiit 
coffee and teat and Rilneral ores— account for 71S of LOG expor^„of pro^cts 
subject to reported controls In any OECO country^ Few would ar^ue tha^ 
LDC export prospects for these products are dlmt yet only one-thlrtf of the 
OEGD iMport v«rket (by value) Is. subject to Qrs— only 2% for coffee and tea^ 
In fictt there Is only one product for which LDC exports are heavily concen- 
trated (92%) in a QR market— edible fruits and nuts (BIN Dd) and for this 
product group only 3B£ of DECO Imports from the world actually enter QR 
*arkets. Apparently LOG exports In this category are heavily concentrated— 
the largest single trade flow Is SrI Lanka's exports of fresh and dried fruit 
to France* Italy and the U^K. AtkI there are only three other products for 
which the QR markets even approach half of the OECO market— sugar (BTN 17)t 
fish (BTK 03) and meat (BTN 02). ^ 

T^e Implications of such a cursory examination trade flows seen 
clear. In Uie maint t^iose OECD countries which adnlnlster Qlts on Imports 
of a particular product account for a relatively minor share of total OECD 
1mports<-*-they account for only IdS of the trade In agricultural and fishery 
Items (BTN l-£4)t 22i of Industrial Items In BTK 25-99* and only 1D£ of the 
latter If petroleum and mineral ores are excluded. On the other hand, the 
LDCs siipply a relatively sinall share of these QR markets In comparlslon with 
their export performance In open markets. Consequentlyt QRs do seem to 



ERLC 



Tible 1 



OECO Imrts of Products Subject toQRs by At L«st One 0£C0 Country^ 
(1973 In $ Million} 



Dyicription 



1 im inlMU 

2 NMt tMl wllbU offals 

3 fish* cnistacftttn, jnolluscs 
' 4 flilry i^rwfuctst t^gst hcn«y 

( Uvt tntSt plants, fltmr^ 

7 CdlbU vt9eUb1tSt roots 

a UibU fnilts iiKtJnuts 

9 CoffM» t«ft, etc^ 

10 CtrttU 

11 Products of willing Industry 
n (HI s«fds, tee. 

IS Dtis ind fatSt inlml and vegetable 

U Prtps* of ntfttst f1sh» etc. 

17 Sugtrt €i>flfect1oniry 

19 Cocoi preparation 

20 Prtps. a£ ve^etable^* etc. 
22 Bevtra^t splHtSt vinegar 
iZ AtsldMSt wastes 

24 Tobacco 

U24' Agricultural products (Subtotal) 

25 Sal ft sulphurt etc. 

ZS mneral orts» concentrates 

27 Hineral fuels, etc. 

29 Inorganic chemicals 

29 Organic chentcals 

30 PharMceutlcals 

31 Fertilizers 

33' essential ofU» cosmetics 

37 Photographic goods 

38 Misc. chenlcal Products 

39 Artificial Yeslns and plastics 
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JM% 1 - OeCD Imports of Products Subject 



40 lUMtr* etc* 

41 Mm hidast stcfns* letther 
4ft ^i|wr AM p«p€rbMrtf 

49 Printed bootcs* papers, etc. 

64 FootMir* ttc* 

67 Prtpind ftfttherst down 

69 Cerinfc products 

73 Iron and steel 

» Michlnery 

^ K Electrical wdtfnery 

87 Vefiicles 

» Atrcreft 

90 Opticil equipRient 

, 92 Husicti Instruments 

^ 97 To>$» gmest sporting goods 

2$*'99 Industrlet products'^ rev mterlals 

Less PetmleiM §27) 
Less Petroleum S Ores #Z6»Z7) 

1-99 Tout 

jLess Extractive 126* 27} 



toQRs by At Least One OHCO Ctiuntt:y* 

Iwwrts Into Oft Markets 
from ^orid From LOQ i-PC Share 



(Sub- 
total) 



2 




-- 


16 


14 


63 


56 


* ~ 


" - 


94 


-I- 




420 


42 


10 


13 






233 
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43 
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939 


33 
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1*117 ' 


40 
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3*554 
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-- 


720 


21 
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424 


1 




53 






115 


10 


J_ 


27*B66 


10*951 


39 


10,464 


932 
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B»724 


174 


, 2 


39*108 


14,300 


3£ 


20*046 


3»523 


18 



Igyorts Into Open Harkets 
ijQ. frcQ Worfd Froii LM ibt "5F5Fe tx) 
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*** 


339 


90 


27 


1*744 


**** 




390 


8 


2 


2*389 


51B 


22 


42 






244 


5 


2 


9B9 


24 


2 


t5*199 


283 


2 


^ 9*395 


1»258 


13 


32*571 


167 


1 




Ic 


1 


1*662 


8 




1*532 






1,997 


33^ 


ii 


103*717 


21*941 


21 


84*750 


4»017 


5 


81 *303 


2»B05 


3 


153*567 


33»4Q0 


22 


131*153 


14*264 


11 



Sourct; "QRs Applied by DCs to Imports of Industrial Products from Market Ea)non|y Countries*" etc.* U^S. Department of 
^^^^ 1976 and UHCTAD NTB inventory* updated t mlmeo Q 1976^ Trade Data are froRrt)ECO* Trade by Cpgwodlties* 

StHes Canff U*N*» Coiwwdlty Trade Statistics* Scrips oTTfie BTH-SITC concordance Is from U.N.* "Stamlanl industrial 
Trad* Classification* Revised^ (1961)* statistical Papers ^ SeHes Ho* 34* 

^t%t The daU iMre collected for each BTN 4-d1g1t product category for wtilch a QR has been reported as being applied 
4tf ^t least one oeco country (excluding textiles and apparel)} the data presented are 2-d1g1t aggregations of the 4*d1g1t 
categorlts: These data underestimate the Incidence of QRs for two reasons: (1) not all Qfts have^been reported* and (2) 
me reported Qfts cover narrow subcategories of a particular BTN 4-d1gU product category ^nd* consequently* data are not 
i O ^ The product categories subject to covered In this table represent 55S of total developing country exports 
ij^R irountrles In 1g7^-about 25X excluding the extractive sector and about 351C If textiles art included* 
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dIscHvitnttc a^ilitst the LOCs In several products of export Interest to 
^ thm* The coiplete ellnlMtion of thereforet could Sl9n1f1cant1y 
ifihinc« IOC export prospects. If* however* the complete eHmlnatlon of 
■ fs mt fetslbUf differential tv'eatmnt (as contrasted with special 
treitimt) In favor of the LDCs might be defended as a way of Increasing 
their shares of C^ntrkets— at least to the level Indicated by their apparent 
ablH^ to supply "open" markets. Such differential treatment could be 
Justified on equity gn>unds^ More Importantlyt It can also be Justified on \ 
efficiency grounds in the sense that It at least partially removes a dis- 
tortion of trade* 

V. The Special Case of Textiles 

During the late 195Ds» the U.S. .and European countries became con- 
cerned about the degree to which imports of cotton textiles were making 
Inroads into their national markets. The source of this fear was continuing 
and increasing displacement of doioestic textile production and employment 
1i|)orts frcn low wa^e countr1es-*ma1nly Japan* but increasingly the developing 
countries as well. 

^ To counter this threat, the Uest^n nation^ at the instigation of the 

U.S. negotiated a "Short-Tem Arrangement on Cotton" under the auspices of 
' the GATT. The arran^etnent was to re«nain In force for one year— 1 October 1961 
to 3D September igSZ. The arrangement permitted bilateral agreements to limit 
trade in cotton textiles— a step which previously wot^ld have violated most- 
favored-nation treatment as contained 1t» the first article of the GATT. This 
short'term arrangement was followed btf the 6ATT-negot1ated Long-Term Arrangement 
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Re9ird1n9 Int«niat1onal Trade In Cotton Textiles^ the so-called LTA> wtilch 
ran from 1 October 1962 to ZO September 1967, The LTA was renewed uPOn Its 
explratlont and subsequently a new Arrangement Regarding International Trade 
In Textiles was negotiated In 1974. This arrangement was expanded to Include 
wool and nan-made textiles-*the so-called Hultlfiber Arrangement (HFA) referred 
to earlier, 

Tbe main focus of all of these arrangements was to Provide the major 
iKpoHIng countries with a safeguard measure to protect their domestic pro* 
ducers and workers from sudden and sizeable Increases In Import competition. 
The rationale Is that* Instead of banning imports from all sources under such 
condltlonst bilateral arrangements could be reached (without violating the 
GATT) between pairs of importing and exporting countries on the level of ^ ~" 
trade that would consider the Interests of both countries. The aim Is to 
provide time for tbe affected domestic proctucers and workers to adjust to 
the Increased ivnport competition. 

The Interests of the exporting countries were Iptroduced Into the 
Arrangements In calling for the following; (i) Periodic GATT reviews of 
all "volVmtary" export restraint agreements; (z) The restraint levels were 
not to be less than the volume of trade occurring during a 12 month period 
Jifst prior to the bilateral agreement; (3) If the bilateral agreement 
were to run beyond a 12 month period {or be renewed annually)* the siibsequent 
restraint level was to be Increased by $t under the LTA and 6$ under the HrAi 
(4) The Importing countries agree to sponsor adjustment programs to move 
workers to ether industrial activities in order to provide long-term expansion 
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Of filiorts'^ ml (5) Under the HFA, the trade interests of develpplir^g 

cowitrfes irc explfcUly dted^ The Arrangentent calls for no restraints 

I9i1nst itfitor developing country suppliers and larger growth rates for new 

12 

or recent developing country suppliers^ 

At with vJrtually-in Intematlonzl agreements, there are loopholes* 
'^'^And In this etse the loopholes m decidedly In favor of the Importing 
co<intrtes* SMtller groifth rates In restraint levels are explicitly permitted 
"fn. exceptional cases," ^nd undoubtedly the importing countries will prove 
to b« less than vfjorous in honoring their conwitments to Industrial adjust- 
ment in order to facilitate Increased imports frm developing countries* 

Regardless of what one thinks about the advisability of an LTA-type 
schcAe, it is nevertheless true that trade In^textiles does constitute a 
speclil and iJi^tant case. The textile and apparel industries currently 
provide more Jobs in the u*5. and the ttC than ar^ other single manufacturing 
industry**rou9hly 2*3 million workers or 121 of the 1970 industrial labor force - 
was employed in textiles and apparel in the U*$.* for the ££C the 1970 figures 
were 3*3 million workers an<t ^si, respectively* And Japan was also heavily 
coflffiltted to textile and clothing production with 1*8 pvilllon workers accounting 
for \St of total employment in manufacturing A irore recent sto(ly by the 
[ntematicnal Conmittee for Rayon and Synthetic fibres (RfRF$) estioates that 
if imports into Western Europe grow at an annual average rate of Z% until 19S5 
and exports stagnate, with overall consumption growing from 4.4 million tons in 
1974 to 6 million tons in 1985, imports will attain a market share of 29X*^ 
This could lead to dismissal of K6 jnlllion of western Europe's current 4*5 



^^GWT, Arrar^ement Regarding International Trade 1n*Text11es (Geneva; GATT, 1974)* 

^^hese data are taken frm the GATT, Study on Textiles . Report of the Working Par^y 
ji Trode in Textiles, document L/3797, 29 oecmber WZ. 
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iillllon )iorters In the textile Industry. % the other handt If the rate of 



the^.tstlMted 1965 import Mrket share Is only S.ZXt with coamensurately . 
loner dUplacaiients of Jobs.^^ 

But Industry size and aggregate enif>lo^nt Is not the only Issue of 
concern. The mf\y flrns fn the U.S. textile Industry are quite competitive 
and geographically dispersed. At the sane time* textile flrws are often 
located In mral areas, or a few finns are tightly bunched and provide the 
wjor source of eeployM^t for an Isolated city or region. Hdnce Import 
coeipetlftwi t h ut ^severely affects a few firms producing a particular (seemingly 
unlnportantjr textile er apparel Item may cause extrente local economic hardship, 

Furthennare* textile workers on average tend to be older and less skilled 
than other manufacturing enployees. Textile workers* skills are often not 
transferable to other occupations^ and the Job search problems of middle** 
aged unemployed workers can be severe. They may fa^e discrimination by 
employers lAo would benefit from too few years of active service to justify 
establishing a new pension program* to Justify the Investment In retraining* 
and the like. And the Individual hardships facing such mfddle*age textUe 
workers are coinpounded by their loss of existing retirement benef ItSt seniority* 
and level of pay»the1r marginal revenue product In the pro^^ected textile 
Industry may Indeed be significantly above^thelr value to alternative employers* 
For all of these reasons, pressure for protectionist trade policies \>At 
would effectively Insulate them from In^rt competition Is understandably. 



^Dow JoneS'Assoclated Press dispatch* The London Times* 20 January 1977, 



laport growth Is held to 6S under the MFA and exports grow at Zi per annunt 





For tht dcvtloping countrlest th« special case of textiles Is equally 
liiportlnt. Tfxtllf proditctlon Is an actlvlt^r with low skill requirements 
that pmldts < 900d Mtch ttltti LDC Ubor force capabilities. In Aai^y lines 
of prodttctlofit It tends to be a Ubor-ln tensive activity with relatively 
lov capital rtqu1r«*ents^ Textile production lends Itself to a wide spectnl^^ 
of scale requfrtMnts with efficient low^cost j>t£Uluctfon^frequently attainable^ 
using rather s«ill scales of operation. It 1& hardly surprising that Inter- 
natlOMi comparative advantage for mai^y textile products has shifted to the 
labor abuiMlantt low ^ge» capital scarce areas of the world. 

The textile Imfustr/ could make Important contributions to the development 
aspirations of mai^y LOCs» Including especially the highly populated resource* 
poor countries. Access to world markets wouTd generate a relatively large _ 
Amber of Jobs per unit Increase fn exports. The net contribution to foreign 
exchange* ^mlngs Is also Ifkcly to be signlflcantt due to the high value* 
aiMed nature of the textile production process. Moreover, due to the low 
skill requirements* the textile Industry provides an attractive Initial entry 
Into Industrial -type production for previously unemployed or underemployed 
non*1ndustr1al workers. This last point should not be underrated, since with 
few exceptions Industrialization Is a prerequisite for econoRl^ development. 
Prospects for Increasing labor productivity In the agricultural sector are 
dim unless there Is a commensurate Increase In farm size and reduction In 
farm populat1on**and hence more uncmployjnent and poverty If the released 
workers are not absorbed by labor-intensive Industrial employment. 

r 
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Id short* existing production ttchnotogles In the textile Ihdustry 
ht¥t led to ft ihift In fntemitfonil coinp^ratlve advantage toward labor- 
tbufkdant devetopfng countrfes^ The resulting trade flows have seriously 
tffecttd textile pmducers and tforker^^lrTthe Industrial nations^ because 
of the size 4nd geogrtphlcil dlstrihjtlon of these Inport-coopetlng textile 
Industries* and the ige and skill. characteristics of textile workers* the 
developed countries have found the at^ustment costs to be unacceptably high. 
As a consequence* they have pursued measures to alleviate the need for 
adJustiunt*-*-1.e.* they have restricted the flow of Imports through "volun* 
Ury* export restraints and similar measures, negotiated case-tiy^ca::e 
between the Impacted developed country and the major export suppllersr 

The.lnpact of the LTA and the respective bilateral voluntary export 
restraint agreenents can be seen from the data presented in Table Z* During 
the 1960$* LDC exPOrts of cotton textiles grew slower than any other manufactured 
exports^ The only products which grew anywhere near as slowly are nondescript 
textiles*-some of which contain cotton and are likely to have been subject to' 
an LTA restraint* as well*-and wool textiles. During this same period* LDC 
exports of synthetic textiles* which were not covered by the LTA* grew at 
a rate triple that of cotton textiles^ 

Hore recfjitly, the rate of growth in IdC exports of ^cotton textiles 
has increased dramatically. 8ut this should not be taken to represent a new 
liberalism toward textile trade on the part of the industrial countries^ 
Instead* It probably indicates the emergence of new LDC suppliers which were 
not covered bv existing restraint agreeinents^ As these new emerging supplier? 
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Table 2 

OCCQv Imports of Textiles from Developing Countries 



($ rtillion)* 



Product 



1961 



197D 



1973 



Annual Groifth Rate 
1961-7G 1970-73 



Textiles 
Cotton 
Wool 



336 
1Z1 
4 

3 

Z08 
35 
11 



9SZ 
313 
14 
^6 
609 
1,315 
165 
7.6Z4 



2t437 
87Z 



13 
11 
14 
37 
13 

5a 

25 
ZD 



36 
41 
56 
76 
1% 
M 
51 
24 



Other Hinufactures 




Synthetfc 



U450 



Z50 
1.Z64 
3J30 

570 
14,577 



Oita: OECO, Trade by Cownodities t Series C. 
1/ Excludes Japan. 

^ Includes repenetrated yam, thread and fabric; textiles of Jute and other 
fibers; and ocner textiles khich were not identified by material. 

^ Prt^ducts are subdivided by type of garment Instead of by material. 

^te: The fl9ures are in value terms in contrast to the ITA a9reaiTents which 
specify quantity restraint levels. Thus, value groirth rates in excess 
of the 5X ITA limit are possible under the restraint agrecfnents. 
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themselves become subject to negotiated export ^^traints* the growth in 
LDC exports of cotton textiles can be expected to slow. Sfe must also 
anticipate that* as a result of the extension of the LTA to man-made fibers 
and apparel under the HFA> the growth In LDC exports of synthetic textiles 
will be substantially retarded. 

Table ^ presents Import data relating to the bilateral agreements 
entered into by the U.S. as of end-ig?^ under the ffultlflber Arrangement. 
Note that virtually all of the suppliers of man-inade fibers affected] by U.S. 
bilateral quotas under the MFA are developing countries. The only exception 
'^^s Japan, which Is also the largest single supplier followed by Taiwan, K^rea, 
and Hong Kiang. HFA countries supplied about 73£ of total Imports during the 
first eiglTt tmnths of ig76 and 79% In the same period a year earlier* reflect-. 
in^ the more r^pid growth of In^orts from uncontrolled countries**4!)X versus 
34%. Thus, the aggregate effects have been serious for the controlled suppliers 
and are certain to becoms serious for the new emerging suppliers as tjte scope 
of the H^A Is expanded. ^ \ 

In addition* as noted earlier the exporting country government allocates 
export licenses for particular volumes of trade end particular products. The 
exporting firm that receives^ an assigned quota obtains a valuable license. 
In niany cases* these quotas are exchanged between exporting firms^-I.e.* there 
is a inarket for quotas. During ig74 a number of U.S. triportino flms were 
Interviewed regarding the operation of the export quota system under "voluntary** 
textile restraints. Sfe loarneti that* on average* the quota price increased 
the cost of textile products to U.S. importers^ by roughly 15^. 

^^he textile export quotas are generally allocated o^ the basis of historical 
export performance. In many cases» a firm which Is allocated a quQta chooses 
to divert exports tt) a no n- restricted market and sell its quota permits^ 
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TabTe 3 



U,S; iBtports of Han-Hado Fiber TextiUs 
(millions of square yard equivalents) 



Source 


1975^ 


1«5 


1976 


% Change 


BlUteral a9reen(ent 


1859.4 


1176,7 


1575.3 


34X 


c pun tries 










V Colombia 


17,1 


11,8 


^ 6.0 


-49 


Hon9 Kong 


169.4 


97,7 


150,6 


54 


Japan 


576.9 


367,8 


488.9 


33 


. Korea 


380.2 


' £33.5 


35£.9 


51 


Kicao 


9.4 


5,6 


7,8 


39 


K^faysia 


1.6 


1.3 


0,4 


-69 


H^xlco 


90,2 


53.6 


66.9 


£5 


PhDIppine^ 


91.8^ 


59.0 


61.8 


5 


Singapore 


58.6 


43.0 


49.3 


15 


lalwan^ 


426.5 


£77,4 


360.3 


30 


Thailand 


37.7 


£6,0 


30,4 


17 


IMcontrolled countries' 


607.4 


307.0 


573.0 


87 



Data; TextUe Manufacturers EnstUute. 
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Second* developing countries that "consent" to the export restrali^ts 
nomalTy attempt to inaxlmlze their foreign exchange e:^rn1ngs subject to the 
quantIV limits Iniposed by the bilateral agreements. This Is accomplished 

iHaxlialzIng the number of high un1t*value Items exported within each quota 
cate^ory^ For example* U.S. Textile and Apparef Category 43 includes iiomen*s» 
girls* and Infants* knit sMrts, The exporting goverrenent* to maximize export 
value* thus may allocate lOOl of the export pennlts to firms that export 
women*s knit shirts—noie at all may be'allocated for girts* and Infants* 
knit shirts. The Impact of such a shift in the product composition of trade ^ 
on the U.S. consumer Is quite predictable—domestic prices of ch11dren*s knit 
shirts will Increase more than if imports^ even restricted* continued to flow. 

Thus* in addition to the aggregate effects of reduced developlng-country 
exports and increased consumerlcosts in developed countries to protect domestic 



profit and developed country consvcr^ers facing significantly different price 
Increases from Item to Item within particular textile product categories. 
Given these disadvantages of the existing HFA bilateral export restraint 
program^ It seems advisable to seek an alternative textile policy. But to 
be realistic* it seems Inevitable that some type of control over Import com- 
petition win t>e maintained. The textile industry Is singly too large for 



the developed countries (DCs) as a whole and too important in particular 
economic localities to propose the complete freeing of International trade. 



producers and workers* we see 




The adjustment costs to be borne by the nation* or Imposed on the textll^j; 
woHcersr are much too high t^ Ignore. v 
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He and up with a traditional sort of econonrfc policy conHlct. Ve 
disipprove of the present system and worry about Its costct b^ut cannot 
realistically see Its elimination., A compino«n1se approach seeins the only 
imy outv Ovl^^^long termt the Interests of both the textile-exporting 
j developing countries and the Importing developed countries would be best 
^erv^ by a gradual process of adjustment to Import competition. This 
would progressively exploit the gains fro« Inteirotlonal trade and Inter- 
national comparative advantage. And It Is rather likely that even iJtider 
coMpletety unrestricted International trade conditions a major textile antT 
apparel Industry would continue to thrive In the advanced countrles—alt^eit 
In somewhat different form than exists today.* might expect that they 
can maintain a competitive position ^n capftaKlntens^v^t Mgh*technology 
development and production of various natural and synthetic fabrics. Alsot 
capital-Intensive large-volune cutting of materlals*>-e.g.t for offshore 
sewing— might well prosper. Textile retall/i^olesale and importing activities 
wstildvCertalnly expand. And one would also exPect that much of the fashion 
design would be done there— especially fashlojis that concord with special 
custom£t tradltfon or activities such as wesfern or casuaj weart*jportswear* 
haute couture and the like. Substantial mantr^turlng In these and in hlgh^ 
fashion sectors of the Industry are also IlkelVto do well. ^ 

But no matter wtiat a future textile Industry or employment might look 
like In the advanced countrlest the critical question remains: What policies 
should they pursue to facilitate adjustment In the econoii\y w1t|j.out Imposing 
excessive bur<Jens on those wtio have to do the adjustlnsr? Since the adJustinent 
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prablcn €SS€nt1a11y bolls down to concern for particular producers and workers 
who would have extrenie difficulty in obtaining alternative e<np1o>inent» the 
Issue requires rather detailed mlcroeconom^c Infomatlon on the textile 
Industry Itself. Infonnatlon Is needed dbout which workers nitist find new 
Jobs* what are the localized labor market Impacts* and the like. Such detailed 
Information would probably Identify numerous textile Itents for which adjustment 
^uld be relatively easy and costless. In such cases* the "voluntary" export 
restraint agreenents should be tennlnated unilaterally, in those cases where 
the Identified adjustment costs are deemed excessive* more gradual adaptation 
seems appropriate, gut gradual adjustment does not mean that the growth should 
be limited* as at present* to a 6t annual rate-^one that In particular linport 
sectors Is ofteo far below the rate of growth In the domestic market. Imports 
should be permitted to grow at a rate that Is consistent with a gradual declltie 
In the level of Irnport-competlng production. 

To operational Ize such a modified restraint prograRii forecasts ^f DC 
demand for various te^ctlle Items wotiM have to be made and restraint levels 
decided upon. Imports should be allowed to grow each year fay lOC^ of the 
Increase in the DC market plus enough to displace^ say> 3X» 5% or 101 of 
existing domestic production. The specific rate of Import displacement decided 
upon would depend upon the particular adjustment problems Incurred on a Product- 
by-product basis. 

The problem with the existing HTA program Is that the Interest of the 
domestic Industry Is protected permanently for those Items having a growth In 
\i*S^ demand In excess of the 6X. In such cases DC production Indeed grows t 



- 71 - 



which makes a potential future adjustment problecn even mre serious. And 
advocates of tjie status <)uo gain greater political Influence as aajusimeni 
costs mount.^^ A second concern about the LTA/HFA approach Is that it may 
l>e extended to other products. Recall that an Impomnt set of new "import 
relief neasureii'' was ijitroduced in the 1974 U*S. Trade Act— nansely. that 
the president Is entpoifered to "negotiate orderly marketing agreemeits with 
foreign countries limiting the export from foreign countries and the in^port 
into the U.S." The Purpose is to "prev^t or remedy serious injury or 
threat thereof ..^and to facilitate the orderly adjustment to new competitive 
conditions/ Butt as the textile example showst in practice such programs 
often lead to measures that prevent adjustment rather than facilitate it* 
VI- Possible Approaches tQ_:£pecial and Differential OS UfaeralUation 

The Tokyo Declaration initiating the KTK calls for "special and Differen- 
tial treatment" for the benefit of LDCs as an integral part of the negotiations. 
As noted at the outset* the term "special treaUnenf' seems to imply that the 
Qft related trade probTe^ns of the IDCs should be gi^en particular consideration 
with a view to liberalizing those quantitative restrictions that bear most 
heavily on LDC exports, Qut ar^y such relaxation of QRs would apply to the 
exports of all GATT Contracting Parties under most-^favored-^natlon conditions. 
In essence! "special tteatment" would thus Involve a ranking of the QRs to 
be liberalizer, with efforts in the GATT tackling those most important to the 
LDCs first. 



With respect to the HFA* the U.S. synthetic fiber industry views a S% growth 
factor fn allowable imports under bilateral agree^^nts as excessive at a t1«e 
when estimated market growth is only £1 per year, Koreovert It would like a 
global quota established based on end-^uSe markets to afff^rd greater protection 
to specific product lines where import penetration is ^Irsac^ high. The industry 
has in addition proposed a "recession clause/' 1n eff>£cta^ automatic quota 
trigger that would reduce allowable imports In the eve!>l of an economic slump. 
See Chemical and Enflineerina News * Hpvember 29* 1976. pp. 12-13- 
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"Differefitlal treatinent/ on the other hand^ Impales that once a 

.pirticuUr QR Is liberalized^ the eased market-access that results would 

fiO. t; be equal for all Contracting Parties. Instead, the LDCs M)uld get 

"preftreatlal access/ A precedent Is already well established ^^^^ the 

Generalized Systen of Preferences (GSP}i favoring the exports of manufactured 

products frwft develop1n9 countries In tariff treatinent* The 6Sf was Initiated 

In 1971 with the Implementation of. the EEC program, and cofnpteted when 

the U.S. followed suit In January 1976—19 OECD countries currently grant 

tariff preferences on manufactured exports of developing countries. Such 

"preferential treatment" Is In direct contradiction to the most-favored- 

nation principle of OATT—lndeed* Article I of the GATT was wived In June 1971 

17 

as a necessary prerequisite for the Introduction of the GSP^ 

Preferential market-access can make a significant contribution to develop 
1t>g countries In cases where they con^ete for export markets with developed 
fconotn/ countries and/or with the socialist countries. Whenever the developing 
co;intr1es ^re already the major suppliers, however* the scope for preference- 
Induced displacement ot developed country exports Is rather limited* In such 
casesi the relaxation of QRs on an HFH basis alone may be every bit as beneflcia 
as their relaxation on a preferential basis. Hence In the lofiortant textile 
sector "special treatinent" would appear to be sufficient to substantially 
benefit the LDCs. "Preferential treatmenti" on the other hand* would be 
more appropriate for, a variety of competitive agricultural products and 
nai\y manufactured Items. As a general rule, "special^ treatment ma^ be 
preferred to "differential" treatment, since the latter may lead to permanent 
misallocatlon of resources on a global level* 



'^Sce Tracy Hwrrayi Trad g Preferences for Oevel oplfl q Countrie s (London^ 
Hacmlllan* and Hew Vork: Halstcd-tflley, 1977)* 
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There fs» however^ a inaJor probim «ffth any type of preferential 
trntinent because it provides easier access to markets for products coming 
frojfl the ^preferred" sources* To Insure that the eligible products are 
actually produced fri t^e preferred country, special '*ru1es of origin'* 
must be introduced. Without such origin requlrenientSt one developed country 
might divert Its exports to another by first shipping the goods Involved 
Into a "preferred" developing country for reexport to the destination country* 
Thus, '•preferred'* trading would stimulate the creation of "trading houses'* 
In LDCs rather than Industrial production. 

"Rules of origin" have to specify minimum processing requirements 
necessary to qualify for preferential accessi and their complexity often 
makes them pseudo nontarlff barriers. Thety also become controversial and 
subject to critlclSGi because of their double^edge nature. Rules that are 
too liberal tend to stimulate, "trading house'* activity with only n)1no,c LDC 
value-added-^e.g.» maJor repackaging. Rules that are too restrictive nake 
U itnpossible for LOCs to qualify for preferential market-access. For exai^e 
under the European Contmin1ty*s GSP scheme transistor radios qualify for duty* 
free entry only If they are produced with transistors th^t are made In the 
developing country concerned. Very fetic developing countries have the tech^ 
nical capability to produce f unsistorsi however. ThuSi establishing origin 
requlrcTAents becomes a very technical and tedious problem that has to weigh 
the Incentive to stimulate "trading house" sctlvity against the possibility 
of Imposing origin criteria b^ond the production capabilities of the 
developing countries Involved. Such rules must also take Into consideration 
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the ftct thtt developing countries are indeed very different from each other— 
niles that are appropriate for Brazil, Hexlco or Singapore inay well be totally 
Inappropriate for Paraguay, Ethiopia or Bangladesh* 

The Qlt problem lends Itself to solutions through preferential treatment 
i«ore readily than other cajnjerclal policy instruments* Nonnallyt QRs are 
not administered on a^lrst-come-flrst-served basis. Instead the QH Import 
limit Is allocated among the exporting countries according to some "rule," 
Mhlch In turn Is generally linked to the historical pattern of trade— Ue.t ^ 
the major historical exporters are allocated a larger share of the applicable 
W Umft. During a relaxation process where the overall Qlt limit Is being 
tncreasedt the increase could be allocated "preferentially"* to LDCSt possibly 
with the poorest LOCs getting the largest share of the increase. 

In covering the range of alternatives for liberalizing Qlts, we shall 
group thea Into four categorlest ranging from a case where It is deemed 
mandatory that the QI% level of protection be maintained to the otE-er ^Ktreii^ 
where the QR can realistically be eliminated* 

Recalling that QRs are fundamentally Inconsistent with adjustment and 
trade according to shifts In international comparative advantaget we recognize 
that It might be Important In som^ Isolated cases to maintain permanent domes- 
tic production of an Internationally non-contpetltlve product. \/te would argue 
that the number of such cases that are justifiable Is rather small, but not 
necessarily zero^ This first category wDUld.1nVolve products for which the 
QH limit cannot be increased because it Is fundamentally in the national 
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iRttfttt to fosttr donftstlc production and* therefore* to prevent adjustment. 
Tht QR Itself Is non-negotiable. Since the overall level of Imports wilt not 
in f^ct bt lncrets«f> the only veasure which coutd benefit LDCs would be to 
mllocate the export-country shares* giving ldCs tarter allocations* One 

also have to decl^ ^Ich particular LDCs >re to benefit— the existing 
suppliers or new suppliers* In cases where several dt^veloped countries ntaln^ 
tafR pcnMnent QR$t a coordinated approach In differential liberalization In 
fivor of LDCs night be feasible* In a growth setting^ periodic Increases 
1R (]R levels • with the increroents allocated to LDCsi present still another 
possfbltfty. aut the potential for helping LDCs In this ar^ are quite 
limited, and the LDCs should be Informed accordingly. 

The second category Involves Q^s applied to those products for which 
long run a<fJustmeflt Is tndteed desired. Kowevert It may be that the country 
Is unMl111t>9 to bear the cost of adjusting In all Industries at the same tlmoi 
1R part because the same factors of production may be Involved In several of 
these Industries* Me thus decide to adjust sequentially. 

The liberalization of QRs would occur first on sojne products and later 
on others* and this could Involve selecting products of major export interest 
to the LDCs 1x3r liberalization first* Simultaneouslyt adjustment assistance 
could be concentrated In these saroe industries. If International trade In 
these products ^were a1re£4/ donilnated by LDCSi Qlt lltierallzatlon on a non- 
^ preferential basis would be adequate, the only rewlnlng question would Involve 

^^6ut again \ht number of justifiable cases which fall Into this category will 
be very saull Indeed. v 

)?Sequent1al liberalization! however* could Increase the cost of adjustment un*- 
^--•.v^ less the displaced factors are somehow prevented from entering the Industries 
furtter down the list. 

7J 
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Elding the allocation of benefits among the LDCs. Ko matter vhlch products 
wer« selected ffrst» it Is Ifkely that a number of ldcs would not benefft 
because of restricted supply capabflftles. Hence the choice of products 
for f1rst*stage QR liberalization woold depend upon which paftlcula^ L[>Cs 
were to be anong the Initial beneficiaries. 

"Differential treatment" In this adJustnient^orlented scenario — ^Id 
simply Involve allocating larger shares of existing and gradually enlarged 
QR limits to LOCs. Implicit In such treatment would be decisions concerning 
the allocation of enlarged shares among LDCs and providing for new LOC 
suppliers. It would also be feasible in certain cases to simply state that 
Imports cf some products subject to QHs from particular LOCs (especially 
newly* emerging or marginal suppliers) would not be adm1n1stered**1.e.t provide 
for open*end Imports. For exaoplet the u.f4. has designated 29 LDCs as **least 
developed among the developing countries*** and these countries might be 
exenv>ted from QRs altogether. For such treatment to be beneficial. It may 
also be necessary to provide tnare liberal origin requlretnents for the least 
devj^loped countries. 

"^^he third category would be to bring all QJls being used for GATT 
sanctioned safeguard purposes Into a new GATT framework for the purpose 
of regular review to ensure the temporary nature of these measures. Such 
a mechanism should be founded on a basic rule that trade ought to ultimately 
flow according to International comparative advantage. In Introducing ^ny 
such safeguards, the restricting country should comjnicate Its justification^ 



\ 

SO 



- a - 

a tfne-fPAiK for phasing out the QRSt and the nature of the adjustment 
imsur^s U is takfng sfmuTtaneousIy to facilitate Increased Imports. Such 
4 frai^work could Include differential treatment In favor of the LOCs 
incorporating either exemptions or relatively large quota allocations for 
airor^H^icular LOCs »rf>enever a new QR Is Introduced and relatively large 
increases In LDC allocations as the safeguard Is being phased out. 

The fourth category alght simply call for the abolition of all residual 
QRs and the substitution of other forms of protection more closely aligned to 
the inarket. Oenerally* equivalent protection In a static sense could be 
provided bjf converting particular QRs Into tarlffSi as noted earlier* "Special" 
treatinent would then taice the fonn of n ^ewed emphasis on reducing tariffs 
on products of export Interest to the LOC, » and ''differential" treatment could 
be provided b^y gradually Including the products In the GSP to provide for 
redoced-duty mart:et access. Within this option there might develop special 
Justification for d1scrimi|fiat1ng among the LOCs in order to assure a certain 
''sharing of benefits." Such discrimination could take the form of larger 
preferential cuts In the QR-replacement tariffs for the least developed 
countries. 

Whereas this last category would fully eliminate the QR problenii It 

r 

would not necessarily Improve export market access for developing countries 
' since one type of protection Is being exchanged for another. On the other 
handi we have seen that tariffs are clearly preferable to QRs for the export* 
Ing countries ^'hen the market is growlngt so there Is a benefit In a (^namlc 
sense. The major Impact would nevertheless depend on future tariff reductions 
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ftnd/or the exttnt to Mch such presets would ccc« under the GSP in a nvebnfiiQ-' 
to 

fal ^* Howevert given the recent history of GATT negottatlonSt Me might 
expect the developed countries to be very reluctant to reduce tariffs on 
1nport*sensft1ve products. 

The principal argument In favor of QR-co nverslon into tariffs Is to 
get the remaining tjzjLde barriers out into the open and onto the GATT negotiating 
tablev A possible drawback to such a plan ts that scene developed countries 
i^lch lose QR protection and face the prospect of declining tariff protection 
fn sensitive areas would turn to pore subtle nontarlff barriers to trade such 
ss governihent "moral suasion" aimed at Importers of partlcuUr productSt special 
healtht labelllti^ and standards rettulrementSt and the Hke. 
vn* Possible Approaches to OS^Nagotlatlons 

As an atteinpt to synthesize the Issues raised In the foregoing discusslont 
v« shftll offer as a point of departure a negotiating position whose main objective 
Is to bring the disparate group of Qrs currently 1' effect In ^ny countries 
within a single general framework. The alternatives for '"special and differential 
treatment" can then be explored within this general fr^amewor'^^ 

We first suggest that GATT Contracting Parties agree on a **code of conducj^-- 
for QRs t^lch Includest as a mlninxtfi, the "above board'* notification of QRron 
all productSi Including textiles and agricultural products^ to an appropriate 
GATT bo dy se tj;p for that ptirpose^ Such a code w&uld provide for .rade*pollc;y 
sanctions against any country that falls to cofmunlcate a complete set of 
Infomatlon regarding QRs which it applies^ Such information should Include 

^'^he GSP schemes of the U.S*. the EEC and Japan have come under severe criti- 
cism because th^ (a) exclude nany products of export Interest to the LDCSi 
(2) impose very restrictive ceiling-type limits on the volt^ne of trad^ that 
qualifies for preferential tariff treatment* and (3) embodyr unrealistically 
restrictive rules of origin. See Tracy t^rrayt o^+ c\t* supra> 
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restraint levels of consumpttom produc Ion and employment In the protected 
Industo'- TH^ QR-lRi;>osing country shot Id diso be required to notify tts 
reasofj^ fo»- linposlng the QR. Ki^tlflcatlon of ()fls under a co<*e of conduct 
I^^T'no way neant to co^mIo^ the of QRs or repeal th^ restraints against 

their use contained in M^a GATT provlslonsi which limit theni to exertional 

/' 

applications. ^ , 

Second* s^h a code of conduct should Include pn>cedures for consulta- 
tion betwefin^fie lir^orter and concerned exporting countries. En addition* 
there should be periodic (e.g., scalrannual) GATT reviews of each In force, 
^^fse reviews A^hculd be cortducted with a vle^ to llberallzInQ* eliminating 
^1" replacing all existing QRs* consistent with the spirit of Article XT of 

tKe GATT. The QR-^fnposing country should be charged v<i*h artnounclng such 

' ^ / 

llberaTizatlons as they occur, or Justifying why the QR restraint levels 

cannot in fact be Increased. Also Included should be a ccn<p1a1nt pm^edure 
^thereby countries injured by new or tightened QRs 1r?posed ty oth^ could 
seek redress for the damage Involved. 

Third* a code of cond^ict shOuJd Include an explicit recognition that 
QRs are only Justified as temporary measures to al1oK,t1ne for less costly 
adjustment irnport competition. They should no lOr^^er be used to provide 
permanent protectlijn for a ftonccxrpstltwe sector or be used for balance of 
payments adjustment purf^oses. Consequently* QI^-1mpo^1ng countries should 
be required to announce at date of ifttroduction a tlme-fraEne for phasing- 
out each quantitative restriction \t\ force. Success In meeting such a phase- 
cut plan would undoubtedly play.d ir^^jor role in the f^eriodic GATT reviews 
suggested above. 



Short tern balance of paytrent*^ probleirit> could more appropriate^ bo treated 
by unifonn irporr tariff ^^urcharges* currency depreciation ^nd the IfJce* 
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Fourtht resort to QR protection should obligate the country concerned 
to Introdtice spt^^^iflc doj£st1c measures to facllmte affirn^tlve adjustment 
On thff'part of Its foport-'Competlng Industry. Ideallyt such measur^ should 
be designed to shift resources frtni non<coiTpet1tlve li^rt-'itnpact^d industries 
and into internatioftally competUive industries. In some casesi howevert an 
industry ray be non^convetftlve because ot domestic programs or institutional 
constraints InClodittg regulatory inef Mcier^cies. tn such caseSi modemliing 
assistance and r^val of the distortive policies would te warranted. To 
guard against symptoo-allevlattng rather t^an problem-correcting poHciest 
th^ cede should contain a provision that prevents the reestab! ishment of 4 
QR on a product that had previously been protected without a Dilnlmum Inter- 

4 

vening period of say S to 10 yearst l.e.t a mar^torium should be established 
in each casa. In conducting the periodic GATT reviews, the rate of d-.-cllne 

of domestic Pi^duction and entpUyment tn the Qtt^protected Industry should 

i 

be of major concern in judging ^^hetner t^e country concerned is Hving up to 
its international obligations under the code of conduct. 

An i'Tporiant coinponent of such a codf of conduct on Qrs should be 
advance consultation on the unilaterol imposition of QRs and on the use of 
pressure to obtain 'voluntary' ei^port restraints* While advance consultation 
under GATT auspices c^^es not guarantee that QRs will not In fact be us«dt 
it does ProvlfJe an opportunity for all sides to be heanJ, Kence f may 
lead to the use of alternative pn>tegtlve devices or a reduction in the 
severity of QF(^ to be Irposed. It mi^ht aUo lead to opportunities for 
exerripting nOn-'Off endtng LOCs if consultation procedures ^re pursued witl' 
an eye toward '*dif ferentiaV trea^r^nt. 
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Geneiral rules for ^'special anfi dlfferenthl" treatinent should be 
iwule part of a^^ such GATT code of conduct on QRs* These might Include 
(ft) the 'gerteral fntentfon to supply larger shares of Qrs fo** developing 
otiTitriest (b) segmentlns LOCs by level of developimmt fn order to alloif/ 
r*1f/erent levels of preferential treatmeutt and (c) aut&aatic non^admiuistratlon 
>of QRs for the least developed sinOEkg the developing countries. 

Because QRs in the agricultural sector are 1u Ur^e part merely the 
tr4de*po1t / c«npoaent of <tomest1c farm policiest any change In the trader- 
poll^ ^s^ct can only be an accompanictent of a chsige In domestic agriculti^r^l 
policies. And the chances for fundamental alterations In dofnestic farm 
prograets for the sake of nore efficient International allocation of production 
are practically nil . Th^s does not mcani howeveri that whatever imports are 
indeed permitted cannot be directed towards developing countrlest or that 
marginal suppliers a^Kng the developing countries cannot be exeo^ted^fm-n 
QRs for specific periods of time. Substantially ingne liberal treatment sh«>uld 
bJt posss^ble for processed agricultural products. Howevert protected domestic 
cocnmodfty markets may create situations »rf>ere certain domestic processors 
face negatives effective protection. In the main t this problert could be 
corrected by a^roprlate offsetting tariffs on the respective processed 
agrlcuVtbral prophets. Koreovert large shares of the growth In domestic 
markets for both primary and processed agricultural products cculd be 
allocated to th? developing countries uncier differential measures. Hence 
some dimensions of a Qft co^e of conduct could be applied to the agricultui^l 
sector as wfrlK 

/ 
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Vni. tofnfstratfvft Aspects of jfiJ.1berflHzatiQn , 

The adrafnistratlon of QR liberal iiation essentially Involves two 
elements: (a) an appropriate division of the domestic market between 
national* LDC and th1rd*coui)try suppliers at the tinie a new QR Is intro- 
duced, and (b) appropriate crtanges in the respective suppliers' access to 
the market over tleie. The basrc rules and criteria for adinlnlstering these 
two elements depend In the first instancei on the Justification for Initially 
Introducing the QR; If this Involves national defense-^ype considerations— 
^ wH'Sre permanent protection is necessary to maintain 4 viable doniestic Industry- 

\ then the primary concern Is to assure dependable supplies of ttie particular 
product over Um, In such cases^ tlie choice of foreign suppliers ^ 11 be 
based priBttrily on political grounds rather than tfn "equity" or "aid to LDC** 
consfderatlonsi and neither administrative el^ent 1;> relevant. 

In 90Aeralj however* the Justification fpr introducing a will be to 
nln Imlze domestic idjustisent cost^ by providing tfflporary an^ decljning pro- 
tection from excessive in^rt cc^etition. In such cases both administrative , 
eleiTients are very 1c^)ortant. ^r£t» the QR-impcsing country most alloc^tt 
pemlssible finports ap)0n 9^var >^s suppliers or pemit imports up to 

limit under first-cORie-first-served conditions. This Utter alte* "tlve 

41 

would benefit the LDCs only ninlnally wft^n tJiere Is stnjng competition fro© 
third country suppllersi and would hardly benefit the least developed l9Cs 
at all when th^re are tngre advanced LDC suppMers. when the entire spectruci 
of prospective suppliers is presents a hierarchy of differential treatj^nt 
would be to tht advantage of «he LOC& and espc^clally to the least developed. 
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It seems quite possfble that the LDCs could be subdivided Into two 
or three groups based on the capacity to exports such that ?::ports from the 
lowest sroup of LDCs could be a^tnittcd withcut regard to flR llniUs- It ^'"^ 
would be expected that the Mcrarchy will vary from product to product* 
depending upon national export capabilities. 

The problem of assigning LC'cs to the r^s^i^tlve supplier groups und^r 
(JRs woi;W faficome polUlcaUy sensitive sinless %me jneasurablt criteria Were 
used. The 0)ost obvious Justification for classlfyir *;he LDCs ^s to permit 
opsn-access to a^rkets, for those LDCs wti&se expo/t capacity is so limited 
that injuiy t^ domest1c\iport-cojnpet^ producers and'workers is lifcely to 
be nIK Under such conditions a simple* effective and Justifiable objective 
criterion would be the shiro of th& iinport market, Fop/^ar^let three classes 
of LDCs mi^K be defined as follows; Class I (m^st preferred or least com* 
petitive)— LDCs whose sJvjre of the i^rt market for a particular (!R [jrcduct 
is less than IXi.CUss U (iflteraedlate)— LDCs whose share of the io^port 



inanet for a particul't^ QR pi^f?^*^ H ^^re^t^r than \% but less than Sti^and 
Class HI (least preferred or rrost ^<j<M^wtUive)-*L£iCs whose share tht 
l^rt iMrket for a particular flR^jroduct' 1; St or great^^, A fourth class 
ccu1d be defined to designate developed C0Lintr1es--all non-LDCs or nonpreferred— 



which would not be<^J1gib?e for special or differential treatment for the 
particular f^r&djcti 

Inltiallyv the l^vel mi^ht be allocated ^mang suppliers according 
to histfirlcfil marKst shires with 1ncte*»tenta,I allocation to ioCs- iDvorts 
frm C>'iS I LDCs would he Pc^rotUted withot/t lifnft* Ifnports from each Class U 
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LOC would be monltoredt t>ut Imports In ox^^si of th^ allotted QR }i^\t M)uld 
be pemltted unless t(ieso excessive finports respited fn sul?Eant1a1 ffiJury 
to domestic Import'COotpetfng producers or wrkers^ Iinports from CUss ill 
LDCs MUld be permitted up to the <)E^ Unit. ]n the event that tot^l itnsvorts 
In a given period were expected to fall short of the aggregate quota *evGl 
for the year (the "reference lever), the antkipate<J shortfall could be. 
reallocated to Class HI LDCs for the current period. 

Over tinier both the export performance cf the U)Cs the capacity 
of the domestic r^rket to absorb Imports can be expecte<j to change signKlcantlj 
especially since QR Protection has to be coupled v/lth aot^vfi a^justntent p;easttret 
to facilitate Increased Intports. Hence administrative rules m^t establlshec 
to alter restraint levels periodically. The total quota level or annual 
refererice level could be increased h^f JOOS of the increase In ctOR^stic tcn- 
sump t log plus a certain Perccntagoj s^y Si. pf the resldtfal domestic production. 
The allocation of this enlarged annual reference level ainon^ potential suppliers 
would have to be negotiated* taking fnto cdn^l^eratlon both non«LDC suppliers 
and es^erging LOC suppliers. The increase In exporting country quotas to be 
allocated* to Class 1 snd Class HI countries could be limited to act\»al exports 
during the previous year-*i<e< > provide no Orco^th or a v^r^ small growth In 
quota allocations. 

The list of LDCs belonglrig to t}\t respective classes cqu\6 ht upd?*ed 
each year on the basis of pact year export perfomance* For 6?canple, i»:ose 
Class 1 LDCs that develop on e.*tport c^pabilU/ vUl* over tlrne* move Ij.n;^ 



Tnis 5^ figure wauld depeiM) on +he extent to shkh the ir^t/stry wouM 
be contracted; eve*; after ddju'stncftt is coispUte expect certain 

elements of the Industry to rmain vOfl^setitlve. 
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CT^$$ n and on to Class ill, TM$ automatically provides for ^ gradual 
phase Out of differential treatment! sfnce Class HI LDC exports are treated 
essentially like non-LDC suppliers: The only exceptions are that the growth 
In Class in LDC qoota allocations might be larger than noit*Lt>!f suppll^rSi 
and Class MI LDCs would be the major recipients of unused quotos resulting 
in Import shortfalls. A final phLseoul for special and diffcrwitlsl treatment 
could be Incorporated In the form of a reclassification of certain Class III 
LDCs— those that strpplyi say 15ti of the Import market— to the non-LDC class 
for tiie particular QR product- 
One cniclal aspect of the administration of Qfts still missing Is the 
definition of the QR product Itself. From the Impo^t-Cirinpetlng 1ndustr:^*s 
point of view, a deflnttlon that Is precisely aligned with tr<> Import- Impacted 
product H most suitable. If the product Is qCtlte broadly (i.e., heterogcneously) 
defined^ fmpom of an ,mport<^sens1tfve sub-^category might Increase substan-* 
tffl^ly^ causin9 Import Injury even when linports of the broadly-defined product 
are maintained within the quota lOveK Howeveri If the product Is narrowly 
defined, only a very ^ew tocs are likely to be active suppliers* and these 
LOCs could very possibly be the major world export suppliers In need of little 
or no special or differential treatjnent. In such cases, special treat^nt is 
as beneficial to the exporters asdifferentlal treaS^l. since only one 
or two Class 111 LDCs partlclpote in the Irrport r^rV^nCt and th&y would actually 
be pbascd*-out ^nto the non^LOC class. 

ro appreciate this problem, one need only recall that the U.S. tariff 
schedules define some^WrWO mutually extldsfve 5-d1g1t TSUS products* to 
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say nothing of the hun<Jreds of 7-dig1t TSUS subltejns defined for administer- 
ing textile trade under the various ITA and HFA trade agreements. For <wny 
of these products the total value of U.S. In^orts Is quite small. To lllus- 
tratet under the ll^S. GSP any LDC which supplies at ledst SQl of total U.S. 
Imports of a particular product will lose preferential tariff treatment on 
the productt defined S<*dt9lt TSUS Items. When the U.S. GSP was Introduced 
in I976t o^/%r 100 such OSP-wlthdrawal c^es occurred in which the affected 
trade flow punted to less than $1 million annually. Certainly trdde no>4s 
of such smaU magnitudes will not cause mch of an in^rt displacement 
problem. Any code of conduct on QRs should thus contain criteria for 
defining a mtnimn bound for QR protection^ for example in tems of mininnnn 
domestic Output* efnployment and Import levels. Any legitimate import injury 
it^flicted on dootes^lc industries involving outPutt employment or input levels 
below the tniniwQ thresholds should be treated us1n9 purely docnastic adjust- 
inerit assist^^ce ine^surcs or programs. 

tn admtnisterin9 such a pro9ram» there are ^ nrnnber of areas where 
deputes can arise t>«tween the Qlt imposing country ana one or nore export1n9 
countries. Disputes could Involve (a) whether the initial introduction of 
ie is Justified under the GATT code of conduct on QRs; (b) the definition 
of Uie'QR productt the Initial Q** reference levelt and thfi announced phase- 
(MJt tinjfl period; (c) the effectiveness of conqjTementary domestic adjustment 
progrartK tt> *^iic111t*te increased ^n^Jorts.* (d) the class desigratlon of LOCs 
establishing the degree of dlffermi^l treatn»ent to bo accorded: (e) the 
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inftual grwth In the reference level t and siiccess in p^aetlng the phase- 
Odt schedule; and (f) the annual allocation of fncremental quota levels 
•nang the exporters* botti non^LDC and IOC. 

Under traditional GATT procedures, the responslbllltif for resolving 
disputes Is first assigned to the countries directly Involved for bilateral 
discussions, under the presunptlon thit mst dlsputes-^-and certainly all 
minor d1sputes»if111 be resolved at this level and not be brought formally , 
to the GATT. Ue would argue that this Is precisely ^hat should not occur 
under ai\y GATT safeguard measure on QRs. Such a procedure lends Itself to 
Under-the-table solutions which either (a) are In direct violation of the 
GAIT code* or (b) would tend to be disproportionately In favor of the QR^ 
Ifflpo^fng country. Furthenmre. resolution of conflicts under such negotiations 
my be to the disadvantage of other concerned ejqxirters who will not know 
the details of the bilateral agreeoient. 

Instead* all disputes should be brotqht before an appropriate GATT 
bo4y for resolution. All Rtembers of GATT Should receive prior notification 
and details of the dispute hearings 4ntf the opportunity to express their 
views. Host disputes would presumably be resolved by agreeinent among the 
QR-iinposIng country and the concerned and Interested exporting countries. 
In other cases, the dispute could be placed before the GATT body for decision. 
Or submitted to a professional arbitration board. In all cases, the final 
resolution should be published and made part of the public record. 
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nfs call for formalizing all disputed within the GATT Is stiotutated 
by a concert) that the bilateral **se1cct1ve** approach removes an Imfwrtant 
deterrent to the excessive use of safeguard exceptions to GATT principles. 
If every exception to normal GATT rules (wst be applied on a nondiscriminatory 
basis* thereby affecting all Contracting PartleSt cnuntrtes woulcf/tend to l>e 
reluctant to resort to such restrictions* sihce every country has special 
concern for the reactions of at least soine of Its trading partners. This 
deterrent Is l<kt when bilateral exceptions are pennltted. 

But agam there Is a tradeoff. The HFfi deterrent may explain y^y so 
ntai\y countries have avoided the Introduction of Article XtX escape clause 
exceptions In preference to bilateral agreeinents which are In violation of 
GATT^ tOiat Is needed is a cooipromlse that Is sufficiently liberal to Induce 
countries to resort to the GATT-authorlzed safeguard while being sufficiently^ 
alNenccmpassIng to provide the requisite deterrent to excessive use* In 
this splritt one could argue that a gaTT code of conduct on QRs might specify 
that no ntu Q^s be Introduced t^r ai\y reason^^that the code Is sliaply there 
to govern the phaslng^oitt of existing QRs. In their place* new temporally \ _ 
and declining protection might be provided in the fbrm of tariff quota^;.«t>*v^ 
where the quota lev^s slnply specify the tariff rate thftt would apply. 
Iii^rts within the quota level pay HFK 6utieiT^^rt% in excess of the quota 
levels pay a higher tariff that might decline to the HFH level over perhaps 
a five year period. ■ ^ 
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A Cooment on Tr/^y Hurray and Inge Walter's 
"Special and Differential Ltberallzatlon of Qiiantltatlve Ttestrfctlons 
On Imports from Developing Countries'* 

I 

N 

Rachel KcCulloch 
Harvard Ortlverslty 

, The Hurray*Ua1tar paper brings together a wealth of theoretical* 
em(>1rica1t And lii^tltutlonal material on quantitative restrictions ^nd 
other nontarlff barriers. This Information provides a useful overview 
of the current policy envlronmnt, but may» by Its very profusion, obscure 
the basic Issues now ^clng U.S. negotiators In the KTN. While It Is true 
that QRs have been advocated for a wide rang^ of purposes, the major question 
now under discussion Is the appropriate use of QRs as a means of delaying 
adjustment to changes In International comparative advantage, By far the 
most Iqwrtant of existing Qfts> In terns ai\y measure—whether potentially 
affected employment at home or losses to ctrrent and potential IDC suppliers- 
are the restrictions on trade In textiles. It Is this set of restrictions! 
along with the threat of similar agreements controlling trade In other labor* 
Intensive inanufacturest that Is probably of greatest Interest tt^ the LDCs 
.today and for the foreseeable future. 

Recognizing that adjustment and trade restriction are to some extent 
alternative J^s of accontnodating changes In the International economic 
environment! we can raise four questions with respect to the issue under 
disc usslon: 

1 How do QRs differ In their effects from other types of trade 
restrictions? 



/ 



- 90 - 

2. Do' the 1ndustr1a1l2e<l countries need to use QRs, and if so, 
under what circunstances? 

3- vhat Is the case for ipeclal or differential treatment of LDCs 
In th« case of QRs? 

4- Htm should special and differential liberalization of QRs 
proceed? 

In contrast to tariffs, which restrict 1ni{K)rts Indirectly by raising 
their effective cost to the potential buyert QRs limit directly the an^ount 
Imported* leaving prices and costs to adjust. It Is the direct setting of 
quantity which Is the hallmrk of a Qr. this has two Imnedlate consequences 
for trading patterns. First* the anount Imported cannot respond directly 
to changes In International cost or demand ondttlonSt no matter how great. 
(This leaves aside smuggllngt which may be a non-'negllglble consideration 
for some high value ItemsJ With tariffs and most types of nontarlff tarrlers. 
an Increase In the cost advantage of foreign suppliers will Induce some new 
Imports. This will be true whettier the restriction is In the form of a tax * 
or tariff* a Byy American policy, or health and safety re9ulat1ons. Of 
course! If tariff rates are adjusted frequently, quantity target^ can be 
tnaintalned effectively even though the quantity of import^ Is never explicitly 
limited. The faridble leyy used ds part of the EC*s CoM>n Agricultural 
Policy Is of this type. The second consequence of uslnij a direct quantity 
restriction Is that suppliers need not represent the lowest-cost sources of 
Imports. Whether this will he true depends upon ttie way In which the QR Is 
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adotlnfster^. U rights to supply the protected market are auctioned 
small atrounts) by the *ntportlo9 goveriwnent* or if tUejf are \#1riely distributed 
tnit can be bought and sold freeiy> the lowest cost stippliers will place the 
highest valtiit on these rights and hence outbid hi^hcr^cost coinpetltorSp How* 
even If quotas ^re allocated iiy country, as in the case of textiles > Imports 
need not frost the lonest-cost suppliers. This problem does not arise 
with n>QiSt other types of nontarlff barriers. 

The absolute limit on In^rts also gives rfse to potential departures 
from cooipetltlon ;ih1ch wotild not occur In the presence of tariff protection. 
On one handt a domestic inorK^pollst will have greater latitude to raise prices 
at home. Consumers are not protected by an Induced flood of coropet1n9~ Importsr 
iihich would keep the tiomestic industry In check unJer tariff protection. Poten* 
tial monopolists ainong foreign suppliers may also benefit from CiRs. If Imports 
are strictly iJmitedr and especially if each country is allocated a fixed share 
of the totalt foreign suppliers may raise their asking price quite close to 
the prevailing domestic price In th^rotccted market. In effectt the foreign 
suppliers may be able to "collect" the linpllcit tariff revenue v<hich votild 
go to the importing country's treasury In the case of a tariff Or Import 
licenses auctioned to the highest bidder. The use of C|Rs to delay adjustment 
rests precisely on the Insensltlvtty of frPort levels to changes In the 
*■ relative cost advantage of forelqo Suppliers* For pemanent proMtfon of 
i an Industryt as for national defence considerations^ tariff protection (or 
better still from the trade theorist's sorretlr^rS unworldly perspectivet a 
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subsidy to donestk producers^ Is adequ^te^ But In situations characterized 
by rapid fluctoatlons In world supply conditions* the objective of.reducing 
the shocks to which the docoestic economy must adjust over a given period 
my be better '^rved by a teniporary direct llmltdtlon on the atnount of 
''disruptive'* Iqiorts^ Kowevert the concept of temporary protection Is a 
potentially datkgerous one. As Hurray and Walter (as we)) as Heler) Indicate* 
Qfls Intendec^ to slow down the adjustment process have way of becoming 
pennanent fixtures, t would certainly endorse measures to Insi^re that 
t«npo.^ry protection Is just that* and that the UTT procedure for 
lenplementlng new requires a timetable for phase out as well as positive 
measures for prctnoting adjustment In the Importing country. 

Sow are the LOCs In particular affected by QRs? To the extent. that 

the LDCs on the whole are nearer to the s'^rtlng line In the Industrialization 

/ 

process than t^elr developed nation competitors • any restrictions which / 
close potential markets are especially harmful to new industries wWch have 
not yet reached a minimum efficient scale of operation, in devel^ed 
countries* new Industries often have a relatively large (and usually protected) 
domestic market which helps to achieve scale economies. And to the extent 
that QRs perpetuate the market shares as of the date of introduction, they 
especially penalize the more recent entrants Into the f^eld, in this connectloi 
It should be noted that Qlts often preserve the niarkee share of domestic 
producers. This eveans permanent protection and ev$n growth In absol;ite size 

the Wort-co0ipet1ng Indus try <-<-an outcome which c^noot be justified on 
grounds of reducing costs of adjustm^ent^ Meter correctly condemns this contra* 
dlctory Interpretation of the tetrporary protection concept. 
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In the special case orf VERS* there are benefits to suppliers relative 
to what tb(y wuld receive If the same l€vel of imports were maintained h^f a 
tariff. The^exportlng government must allocate the national quota among 
sun>11ers. This can be done by a tax or llcetislng^anrangement* or tiy a govern- 
Mnt'enport mompoly. In ai\y event* the exporting nation has a gain in economic 
or political power through Its control over exports to the lucrative protected 
markets In this case* otir^owo domestic industry and foreign suppliers are 
both better off than with a tariff. 'testic consumers and taxpayers are 
'tfor&e off. tt is unlikely that thL .^faring of the benefits of protection 
'4s^^^^ere accident arlsi^ from ignorance of international trade theory* as 
Murray and Walter se«!n to\sugge^^ 

There Is a further reason why QRs may weigh oiore heavily on LOG suppliers 
than others* Because QRs are highly complex administrative arrangements* new 

and sman suppliers in developing countries (and elsewhere* for that matter) 

* I 

are likely to be at a disadvantage In dealing with the attendant red tape. 

ft Istforth mentioning the effect on domestic relative prices of substitution* 

■I 

within licensed Import categories* of higher-cost for lower-cost items. This 
-Is unlikely to have the dramatic effects predicted by (turray and W^lter» the 
very discrepancies in relatfV^ prices which they predict should induce com- 
^satory production shafts In the domestic Import-competing industry In 
favor of ddmesticany producing additional lower cost items. To the extent 
'that goods within a given category are fairly close substitutes in production* 
the Skew1n9j^.price,dj|ffefent1a1s resulting from substitution Is likely to 
be a minor oonc^. * ^ ^ 
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Tht distinction nawle by Hjrr^ ^nd tolter between "special'* and 
''dlffertntla^'* treatment fieasures Is w^h underscoring/ It 1s important 
ti> reMber that If product categorfes are appropriately chosen* LQCs jcan 
reap benefits withoiit preferential--! *e-, discriminatory* -treatment, special 
leasurei are probably i^ore consistent with the lon9 run objective of nwvlng 
townl a more open %nrld ecomw* since they clo not establish a group with 
a vested Interest In retaining existing trade restrlalons, (This Is an 
Issue ^ich has* of course* coiae up In the relationship of the GSf arrange* 
wmis to the KIK*) " ^ 

14e can view the rationale for preferential or special treatment for^ 
LOCs In light of two separate arguments* First* there Is an. Infant Industry 
Justification* as was used' In the case of GSP also. A second rationale Is 
that* the opportunity to Supply a restricted market Is %nrth somethlng^-^the 
value of the rights reflecting t(ie differential between domestic awl foreign 
costs. Sy giving a la<^er percentage of these rights to LDCs» we ar« making 
some transfers of resources^^ln effecti ^e are giving a form 6f ald^-^to the 
LDCs. This Is clearest 1^ the case In i^hlch the rights can be bought and 
soVd^ One problett with this rationale Is that If the rights are nfii trans- 
ferable between counties* the poorest or least developed nations have the least 
to gain In th^ short run, \ 

Meier brings In a third possible motivation which I feel Is somewhat 
difficult to sustain. That Is the Unking of preferential treatment for LOCs' 
exports to markets for primary comnodltles. Unless we can cou^t upon the ' 
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fimi^ 0^77 to enforce compliance with such^^deah this Mnd of agreement 
^ Is unl^ktTy to vctnr effective^ Meed» ft is prec1s.e1y the countries 
lA^ch htVf the liwst toVRell In ^JAf/t^^y- bf raw materials which ar« most 
OffctrMd about promoting manufactures. 

. Now* looking atltl^e case for special treatments m might adopt the 
tbrrijr-W^l^ter suggestion of a sliding %ca7e for preferences* according to 
bov large j)^ supplier Is.relatjve to the market served* with those below a 
certatn minimum to be exempted entlreTyp This would reflect the Infant 
Indtttiy justification. TWO pfobTeAS arise* however* In Implementing this 
suggestion^ The first Is that we would Ml^ Ideatly to give the most encourage 
mmt to new producers* not merely new entrants^nto a particular marketp 
Thus* i more relevant criterion might be a share of the world ^markef^ Further-^ 
more* the.crlterfon does^ discriminate against the larger. U^s. (The sm^ . 
criticism applies to the competitive ;ieed exclusions In the i^P systoi;) 

If the justification for special treatment Is to give aid to poor 
Hatlontt perhaps a per capita Income criterion should be Include^ as wetK 
There Is* however* a tradeoff between ^generating efficient resource transfers 
and promAtlng development of Infant IndustHeSp A new entrant Into a partlcula 
market nay-<lo better by selling Its rights to an established L0C producer with 
lower costs* but by foregoing current production* the new entrant will fall to 
achieve the dynamic ^ 1ns ^envisioned In, the Infant industry justification^ j 

A remaining Issue Is which domestic Industrie: will reniein protected 
by QRs> and how these QRs can be relaxed* Prestmtably the justification for 
Qfts must rest upon a comparison of .adjustment costs to the domestic Itidustiy 
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4nd benefits to do«estk consuners arid foreign suppliers^: These costs, and 
bemffts depfiHl on « mMber of factors* mentioned bty Humy and M^ltert 
ethers rtot. ^ the iwu fWtebU omission ^1s the difference between forel9n and 
doiiectic costs^ a key parameter in detemlnlng the cost of protection to ^ 
domtic con«W€rs« Interestingly » as4tefer notes but does not convnent 
upon» the Hujl^lflber A9re«nent includes *a large difference between doaiestic 
and foreign cost as one consideration In applying restrictions, Hurray and 
Milter seem to find a j'tt tiflcatlon for protection fn the absolute size of 

the d^stlc ^rt-conpetfng Industry, Surely this Influences the political 

. * • 

powei^vlthln the Industi^ bjt not necessarily the economic adjustment costs 
Incurred as aJresuU of Increased competltltSh from Imports* Two smaller 
1nflustr4^ might together account for the same total 1;::pact on enplDyment^ 
for example, ihe w^y^ln i^ch products are classified ought not In Itself 
determine whether a product should be on the list of these protected fiy a QR. 

^ As hurray and tester po'lnt out, the Idea of reducing adjustment costs 
by slowing doWn adjustment seems well establish^ but has not been grounded 

^1n any hard evidence* We need to know more about adjustments and we need 
to design norej effective policies to promote adjustment. Our experience 
so far with so-called Trade Adjustment Assistance has been far from reassuring 

'to workers ecnployed'ln those Industries now subject to Kcelerated forefgnX 
competition.' Ulth regard to facilitating the* adjustment process; I Miuld 
dissent fnmi the Kurray^Valter suggestion of.a sequential approach to llberall- 
zatlon* Thl5 could actually compound adjustment difficulties If workers 

^displaced from one Industry* say, textiles* move on Into other labor-intensive 
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ifidustr1ts> only to bt displaced again as trade Is llberalized'lfi the next 
Industry on the list. It would' se«m preferable to gradually relftx protective 
barriers across the boafxl while helping displaced factors to fffid new eflip1o>ii>efit 
ifi expviding parts.oythe ecomM\y through Improved adjustment assistance 
procedures/ * 
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. A Ommt on *VncyHjrrty and, Inge Watttr^s 
'*Si»Glt1 an^ Differential ^Iberalltatlon of Quantitative Restrictions 
Ion IiNpoTts front developing Countries" 

ItoMl^ Mndlay 
Colmrtbla University 

■ Tri<y Murray and Ingo Walter have tirltten an excellent papers I am 
In basic ij}re«Mnt tilth the general thrust of their arguMnt so my coaimts ^ 
will be minly concerned with eiphaslztng certain broader aspects o.f th^ 
Issues Involved In quantitative restrictions on Imports froei^the developing 
countries* Appratsal^of -this question requires sone conception of the 
\ general objectives of u*S* foreign economic pol1<y^ and the direction In 
which It appetrs to be evolving. As Charles'Klndleberger has recently 
observed* the u^S^ spent the flrst 170 years of Its existence pursuing t 
narrowly nationalist trade policy follotwd by about ^ years of atteipting 
t iiore global perspective. It was during this period that the chalmian of 
thi? conference authored ? stu4y of U^S^ International economic policy 
titled* jSlant faong Katlons * The last few years have seen Atl^s attoiptlng 
t6 ]1ghten this burdent welcomed ty some as a decline In ''hegemoi^yt'* bewailed 
by otherst Including Kfndleberger, as an abdication of an essential "leader- 
-shlp^ role In the worlds econowy* 

' J tty own view Is that the enlightened self-Interest of the u.S^ calls 
/foff a total rejection of quantitative lAiport reittrlctlons* especially against 
Impi^rtsof^^ labor-Intensive irianufactured goods In which the developing 
countries have a present, and Increasing comparative advantage. 
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It It lifMMrtint to mHu thtt QRs^ < fom of protection yAilch 
^fr%un tl« dmitjtc mrlctt. THii coirtnit with tiHffi *rtier«t aUhoujIh 



tht ^iMfMl In th* 1ii|»rt1it9 .countries It redisccd at each point In time «i 

liportlng aNmtry'i incCM ^nm the exportfns countrlei c«n expect 
Mm «i9int1oii In the fwtiirt of Its fterkit* Requeitt for protection are 
yirtlptUrly tentclm In thtt oiKe the 9^^* li^Mted* the lUe of the 
ftlportliv cevntry't jiirket Is fixed. In thit contextt exporting coimtrlei 
4b ftat htve too nuch to look forward to even in a ^r^t]^ tnrld^ 

In tirps of resource allocation* a fixed QR Uvptfei that the share 
of inportt 9tti^l1er over^tfne* ai the Importing country market grows^ 
IMcr thtst cl'rcuMStincest t^e costs of fneffkfent rciource allocation 
keep iDCreailng to doaestlc coniuners^ 

Qliantltitlve restrlctfoni on labor Intensive wnufacturei exported 
frott LOCi can fniitnte the^wfdely recomneitded LDC - export-orfe^ ^ 
liivtlopMfit policies^ Research by ecortoniiti Hke Professor XravU and 
S1t>er for tht perfod of the nineteen fifties and ilxtfes have concluded 

that any iTu93fihnesi U. the UKi! export growth fi more related to the 

1/ 

supply tide than to th^ donand'ifde^ The ^xperleiKO of Hong ICongt Slrgapore* 
Taltnn and Korett In the late ifxttei show thatt although world demand for 
various primary exports may be iluggliht the market fbr labor Intenilvf 
minufactures can provide the meani to ilgnfffcantly Increase export eamfngi. 
JM to long ai the developing countries follow the right policies* th^. 



See lrv«ng iCravli* "External Demand and liitemal Supply factors In LDC Export 
PtrftOTMnce/ Banca HailonaU de Lavoro Duarttrlv gevlew t" JUne ie6g. Vol* XXlll 
ami Benjamin Cohen and Dintel 5fi1er» "Exports of t>eyeiopl]t9 Ci*untrles In the 
1960't/ Economic Growth Center* Yale Unlversltyt Center Dlicuiilon t^aper 
Ho. 173* Novambert 1977. 
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ctn take «dv«nt49« of their relatlv^t abundant labor. H1th the transfer of 
tachnolo^y f ro« «^ralr:ed countries through aitltlnatlonal corporations* or 
lAattver other fbm. they can look forMsrd tqjrapldty expanding iMtmjfactured 
; exports* 

\ But this scenario of export led growth can be. very much Jeopardized 

' If as soon as the less developed countries make substantial progress In pene- 
t trttlng the tdvanced countries* iMrkets* quantitative restrictions sUrt to 

90 up^ Qfts s1^»Ty eTInlnate tue entire prospect of this outMrd*1ook1ng 
' development strategy* 

The United States* In tts general International econooitc policy* 

r«tis a stake in prtkaotlng nai^et^rlented* ou*:ward^look1ng policies In the 

iocs* The U*S* Is a substantial creditor of the developing countries* 

■ . / ..... 

tt Is an exercise In self*contrad1ct1on to ^pcct Ute principal dnd interest 
of this defot to be paid Otlle markets this country for the potentially 
most 4ynamtc exports fron/the developing countries are shut off* While the 
case for free tra^e inay be so obvious to economists that they tire of 
rcpeatlng'lt* they should not cease to do so* especially ^hen the same 
mercantilist and protectionist fallacies are cited on the other side* under 
various euphsmlstic disguises such as "adjustment assistance** and words 
Such as **d1srupt1on** of domestic markets by Imports* The same old conflict 
r^etween the large gain to the few* concentrated In an Industry or region so 
that th^ can lobby effectively* and the smaller but nevertheless real loss 
to themii\y*i^o are widely dispersed and therefore not organized* Is what 
is Involved here. Economists should be true to their nerlUge and point 
this out as loudly and as often as they can. 
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Mirnir AMI Ito1tfr» tAflt 9«ittriny on tht sfde of tht angels fn 
;^ Ultlf ptptr* iHm sM ifgw of wttkntss ulrni It cmcs to textile fMports^ 
^, UNQf Uir taut tin «e9eftttdt of the f«port-coiipetfn$ sector pe«ns that the 
#lt^1ae«Mit i«ni be Urse «»d therefore one Iws to rtetlstlcetly itcqUlesce 
im um pretecttW Ito n»t not foryett however* that the %mt sfze 
erf wt can be iide for iiberalUatlon asNell and that there are large 
penMemt 9^im to conswrs t%offset the tMfwrtry losses of the displaced 
Morfcerf. liifle'the "theory of the second best" Is h Mjor Intellectual 
Wvence* it should not have the effect of preventing the profession frcm 
fighting f^r *|te first best with all the weight of its authority. So fan 
tilts session of the conference has devoted too such tlM illscussing how 
to »rn1«l2e the dSMge fron quantitative restrictions Jlnsteed of denouncing 
tlUn for the abowlnitlon that ere. 

As the nthors point out* fixed quous Iniply that ell the growth 
of jtbe Mirlcet Is supplied fron doMstic production irfiereas a fixed tariff 
nte restricts the wrket at ai\y point in tine but penclts imports Increase 
in response to_thc expansion of the size of the mirket. For most developing. . 
countries* exports constitute the.t«Jor scurce of financing capital for their 
goois purchases and It Is only through foreign exchange earnings that they 
cln ultlMitely pay for Ijiports of sophisticated Mchlnery essential for 
their developMnt^ With the we11*known sluggishness In the growth of 
^ dciand for nost prleary exports othe-^ than petroleum* it Is, imperative 
that the developing countries have access to the growing learlcet for labor^ 
Intensive iwiufactures In the large industrial countrlesr Qt»tas therefore 
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h«yt < partkuUrly pemkfous liiptct on developing countHn since they 
^lr«ctly ifftct thtir gnwtti prospects through « cotistrlctlon of capital 
9fto4t 1<^Mrti^ Quotas applied to Jipitit&e TV sets for ex«^let while 
alio dflplonbltt MHtld not htve such drastic consequences for the Japanese 
eco«my irfth Its cxtcni^vt donestlc capital goods sector and highly skllltd 
Ubor rofCt lAtlch ntkcs it less depew^tt on ai\y one particular line of 
export tr«de. 

. It Is true that rising tariff levels can have effects similar to a 
fixed quoUt and falHt^ quota levels similar to a fixed tariff. Howvert 
a Uriff Mild seee to^be nuch the lesser of the two evils since there Is 
always a political bias In tavor of inertia and the status quo . The proposal 
of a quota coi^lned vrlth supplcnentary Inpons at a higher Uriff rettt 
favored fay Peter Kenen In his j:los1ng reMrkSt would have the sa^e eff^t on 
li^rt volim as a tariff at the higher rate without the quotat which would 
be redund^t* Its effect would simply be to redistribute revenue on the 
li^ts up to the quota Itvel froai the governffent to the linporters^ Since 
ItMs effectively equivalent to a tariff the **tar1ff quota** ^uld certainly 
be preferable to a pure quota^ The advocates of protectiont however* ^11 
Mtlce this too, 

I find attractlvet at the present juncture* tie jrecomendatlon b>y 
the authors for »ult11atera.l rather than bilateral regotiations.GjE the ^ 
Issues regarding quantiutlve restrictions. The daOgti^^fth bilateral 
negotiations Is that each Industrial country might ie tempted to act as a ' 



s 

Editorial note: Discussants were allowed to revise their coMaents after the 

seminar and to make references to coamnts of other participants 
of the seminar^ 
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^frm f\49tt* trvi*V to pimtt Its dMstIc prottct1<mlst lobbies mHIU 
lii^itl tlpt otiMrs bthtw In siich « to pmtrvt the open trading 
I DfftMwIil^h Is In tKt Interest of HuUIUtercl negotiations would 
4t lent hm the effect of sqtiirely confronting the Imtustrlel nations es 
t vhale tHtli « stork choice b e tw een the eltemetlves. It Is c^^entlel 
i tlMt the H%mt* Involving specific quotas on ptrtlcular coModltles 

^inporttd into pertlcular c€4iMr1tSt l>e TooM at as a In term of the 
llnM betiften tho prospects'for the growth of exports froiM the developing 
eouirtrffs and their growing deficits for food and petroleum fiiports 4nd 
the service of the mounting volome of debt. 

WltH.ftgartf to the enplrlcal work of HaUer and Hurray* let me just 
HT that ! fHiod It very dIfficuU to Interpret the message of Table K It 
looks as tbougli qns are a oood thing for the IDCs . The LOCs share of the 
OR mirket Is 30 percent while It Is only 23 percent of the open markets 
ibr agrlcuXturtl Imports In Hble But on the other hand. Halter and 
Murrv are probably right In concluding that Qfts dlscrlrlnate against 
tht LOCs In several products of Interest to them^ Pi'^esumably In over half 
of tht Individual Itfiis the IDCs have a larger share ^n the open mrkets 
aod If sHres are t«e1ghted fay trade value the resuU wpuld be even stronger 
In showing that LOCs have a larger share In open markets. 

A more comprehensive quantitative analysis than ^ one that riurra> 
and Walter wereabU to do withlfi the limits, of their paper, could be 
conducted by attempting the foHowIno three calculations. 

\ 
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1^ EstlMtt^tht cost to the i',S, consuwer in tens of hlfiher prices <nd 

t 

mtHcM i|U0Us on various Itews on Mhfch they m non In 

forct afid on Wiich iww ^Us* such ts the jupendlng one on shMSt or 
rtductlons in existing <^t< levels* such <s sug^rt m contCMpUted^ The 
wtfcort s;Mrize KPt previous resecrch by BildMint Hagee «nd others but 
< wider st*4y using a sinjjU consistent frtnework wwld be very desirtble. 

2* CstlMte the reduction In export earning for tht Oeveiopin^-tountries 
9f;icrated such restrictions* » ^ 

3* CstiMte tlu rejJuctlon in dMmJ that this nould liipiy for U.S. exports 
end the associated reduction In the Tevels of e«fvio>nent in those Industries. 

Only In this My could the public and its represenutives get an adequate 
Wrtsslon of the costs Involved i>i atte«pt1ng to Mlntiin effplojwent and 
production in vij^ious labor-intensive Industries thit have long lo^t their 
Inumitionil coatparatlve edvanuge. The dnstic lag that the u^s, Htts 
recently been ihoiring in coeiparison with other industrial countries in the 
rate of growt;^ of wWifacturtng productivity can only be overco«e ^ shifting^ 
the tabor force Into ^re progressive sectorst not by subsidizing the inefficiency; 

\ ^ ^ i 

at the consupefs* and tutpayersN expense. | 
Ifith the high general level of uneiiployinentt It should be possible ! 
to co-ordintte trade liberalization with aggregate denand policies^'ln such I 
a way as to absorb the displaced workers into mt jobst particularly If i 
public expenditures are oriented tOMrds' the regions nast affected the | 
import coet>et1tion. 
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TocMcludt* I ijrtt with Munrv HtUer that all iB^rt nuoUs 
irt lAff> «Hi im»t«s ^ ^aboMn tensive utanufactured products are probably 
Jtitt mnt thii: ciii ba iMSlntd fmon tlse^taiKfpoiiit of an open an(f^9n»dn9 
f<ef14 eqwov^ I^N^t the m^t Imtustrfally advanced end technologlcall^r 
t^HtiuLd tittfon on wrth should r«$ort to then and even (onteniplate 
a substantUI increes^ in their use Is hothlns short of scandalous. 



/ 

/ 
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on our Interpretttfon of tht data In Table 1^ x^ | 

It Is qu5ta clear that the optimal way to assess th^linpact of QRs Is 



«any att«^>ts made at estlmting this are all highly suspect. This 1s true 



whether one employs time series or cross-sectional data In order to estimate 
the hypothetical trade In the absence of quantitative Import controls^ In order 
to avoid similar fa'11ure> we undertook a less herok task^ Specifically* we 
basically Investigated whether or not a significant amount of LOG trade was 
subject to some t;ype of QR adnilnistration. In effect* we were primarily 
Interested In detemining whether or not we wer^e dealinf^-lv^h a trivial problvi 
from a trade volume perspective. We feel ^hat the trade data in Table 1 generally 
supports our predilection that a significant volune of LOG export tradejs ^ 
1i«pacted by Qfts^ But perhaPs we weptV bit too far in extending the data 
analysis to address the issue bf how much QRs have restricted LX experts vs^t 
in some cases, how inuch QRs hav^ entrenched large market shares of LOG 
suppliers who m^ not necessarily internationaUy competitive. 

A second pointi which relates to cootnents made fay both Professors- 
Ronald Findlay and Peter Kenen* deals with a type of generalization concerning 



to try to estimate what trade would hav^ been like had th^ QR not existed. The 
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tbt OR 1«pKt upon developing countries/ Specifically, It appears that 
''4tv«1op1iig countries <re MDvIng liKreaslngly to««Brd an outMrd oriented 
<m1op«tnt stnt«gy> thty are looking for both the l^ins from trade, 
M>d tht 9itiis fnM gTWtht ntNr than viewing these two kfnds of gains as 
basically opposltes. It is clear that Qfts are going to be more important 
as obstacles to developMnt in the future. 

There Is also the fear of pyramiding of QRs. 'iWn one particular 
mtket gets closed off because It is being disrupted* exporting countries* 
ifhich have developed those inattstries>'are forced to deflect ifheir exports 
to ottier iitHcets» creating problons there. and generating QRs ^n those 
Markets as Hel1> 

As a result* there is a fear among the developing countries and 
in tenia tlonal organizations that orderly marketing type arrangeneipts on 
the model of the MFA will spread from one sector to another. It is^^ssible 
tliat shoes an<! leather goods will be next after textile products and then 
sone other products after .these* But any new Mffl*type arrangemeitts are 
almost Invariably going to involve products in which the developing countries ^ 
bave a cowparatlve^advantage and where their outward oriented development 
strategy Mould tend to lead them. 

First/ as f^r as reciprocity Is concerned* It wulcf be first intellectually 
unconfutable for ine» as a representative of the developing countries* to 
push for more market orientation In the manuTactures^aTea^wheVe one is 
ibaslcally arguing against Qlts ^d for lit>era1ization» either on a special 
or differential basis-*and at the same time arguing for price rigging in 
coiMOdltles. ^ ^ 
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Of course^^fn political tennSt this is not such a difficult position for ' 
devet^oping couptry spokesmen to reconcile. But It would nevertheless .seem^to 
m that the pressure toward the market on the manufacturer's side would tend to,^ - 
- umlemine pressure away front the market In a)mnod1tf^s. I^ybe would %^ a 
little bit less pressure on the cownodftles side If this argumenVwe*^ to carry. . ^ 
a certain amount of^rtet which would in effect amount to a certain .degree of 
\ reciprocity* ^ 

3ec{m^'!^.take advan^ge,of market opportunities created by ()R llberaliza- 
tifon* the developing cotmS^es will hsve to take a very c^reftiVlook at their 

. own cmnerclal and^KChan^e coiihtrol policies In order faclHtate'^and rationalize 

ji ' - ^ ^ ' * ' ' * ' ' " 

th^ Inportanc^pf capita! equipment and'fnputs. As ^result, we may witness 
reciprocity by waylii^f reverse trade flows Instead of through policy adjustments. 

DR* TRACY HURRAY: I too have very little negative reaction with. ai\ything 
that tte discussants have said. In fact* t hope that we have the right to Incor- 
porate niticb of it in a revised draft. Host of Professor HcCulloch's points are 

— ver^ Ket l-takin. — ' ' , - 

Instead* 1 would like to close with an analogy in order to emphasize h6w we 
vle^^O^a^ititatlye restrictions. In f^ctt I th'ink one can draw an analogy between 
the econony and the human body. The body works fine when it is well* but if 
js sick* It does notwork too well^ When we become ItKve^^o to a doctor for heTp; 

* we ^et medicines that hO)>eftjlly clear out the dead cells and eliminate the sick* 
nesSv' As a result* we get well and function normally again. Often sickness Is " 
accompanied by pain that can be alleviated by appropriate medicines. Paln-ttiUers 
provide temporary relief from the symptoms of the sftkness (pain) but Co not 
make ^ well* > 



*Ed1tor*s note; Drs. Halter and Hurray were allowed to incorporate Dr. McCuHoch's 
^ specific comments In the revised version of their paper which 

appears In this volume, ■ 
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The eco^pR^^^btf^erates In "a similar fashion where resource reaHocatlont 
stliHiUted by market behavior (the ii^cH^ne}* cleans out sick Industries. 
V ; I The pain -killer Is^analogouS t<^a OR^. tf a country has a sick Industry* 
- te^f>orary relief can be prov^de^Tby linposlng Import restrictions. The Indus- 

tr|r Is stlti sickt but the pain Is not so bad*. The problem Is that.unlfke 
■"^ tt^,humtn;;lbody» an ecQnomy Is capable-of living In sickness for a long* long 



V 



tim; (JBs ln^sed ffff' temporary relief have a way of becoming, permanent. 
What this points to Is that If one wishes to^ cure ^ sick human lK>dyt 
and at the saine''t1ffleJw1shes.to avoid Unnecessary pain* one has to jointly 
a^mlnlstef^ medicines and paln-klll^rs. But primary enphasli should b« placed 
on tile medicines to make sure the sick person gets w^l^l. S^mllarlyt we mighjt 
argue, that protection Is all right for a limited period of time. Pain Is, 
jreileved while natural market forces or policy-Induced adjustments are used 
|to restructure the econooiy In line with International cc^mparatjyf advantage. 
. I ^ ' The upshot of this analogy fs that the Ide^ of QR^ pfqt«cjt^1^ should 
ireally be viewed- as a type of complimentary* yet tempof^ryt measQre of adjust 
jment assistance which has the objective of^mlnlmlzjiig localized e<:onom1^ 
j hardship iuhlle longer lasting solutions are being Implanted. 



I, 

r 
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Dft* KEMEN: The floor Is open for questions. 

US. CATHY ROE - 0«P*rt»ent of Conwerce: First of all I wuld like to 
say that I agrte very mKh ulth Dr. Hurr^^s statement concerning the 
P»r1itry rtasons >ihy Qfts are used fn developed countries. They are used 
p»rlMr11y for safeguard sltuat^ons*^ And I Mould say that the "franteMrk 
that you tallied about Is basically a safeguard cod^^ The code of conduct 
you propose Is also a safeguard code* and It is sohething that should be worked 
out umJer the dafeguartfs negotiating group rather thanjn the Qft negotiations 
of the «TH. 

Af>d for this reason* I iioul<^ also W that there Is no need for differen- 
t^aUfreatment in the Qft negotiations. The work on Qfts shoul.d a^m at' 
ellmnating all Qfts except In safeguard situations* and then leave the 
tiork to the safeguards group to come up with special and differential 
trettflwflt for thosV(^s* ' - ^ 

The other thini' that I would like to add Is thajt no i^tlon has 
been made about QRs that are maintained t>y dertloping touMrles* ,and I 
feel that this Is aVar greater problem, QRs malntalned^^ many developing 
countries affKt the ^rts of other developing ^untrles^ For exa«ip1e> 
the QRs maintained by cwint^^les tike 'Mexico and Braill affect very'^much 
J:he exports of other deve ng countries* 

I think that.the statement that one of yo'(i made earlier tVt emphasis 
Aded^ to be put on rewriting- the QATT rut^s Is also very Important^ I , 

r ^ 

think that wfi«) you are talking about *.he QRs maintained by the developing 
countries* we have to reallie that (jRs are very Inefficient ways of achieving * 
certain econot^tc goals* and that the developing countries wouTd $1so benefit* 
or at least exporting f1rm$ from developing countries would benefit fay i 
shift from using QIJs to_us^ of tariff and subsidy Instruments. 
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I think th»t there are ml possibilities for special and differential 
trtitaent for LDCs In the context of the GATT Framewrk Ijiprovement Groi^ of 
tite HTIf« ,LDCs Might be encouraged to reform their basic 4>atance of payments 
procetfurts and their practices with regard to Infant Industry protection in 
rttum 'or such things as In^roved market access and Improved safeguard 
tiechanlSMS and adjustment asslsthnce on'^the side of the developed countries^ 
K£HEH: THank you* Yes sir? — j 

OOHN EVANS - Retired Foreign Service Officer: I have very little 
qoanrel with the ffurray-M^l ter ar^alysls of the problem* but I do run^nt^ 
difllcultles with their proposed solutions^ , Their proposal that GATT adopt 
a code ta90verD the use of quantitative restVlctlons seeois to overlook 
the fact that there atrea^ is a {jATT code concerning Qrs^ ;4hat It s^Si 
in. effect is; ''Thou shalt not use. tFiem**-- witb certain specified exceptions* 
Ofie of i^lch Is that ^^verlng their use In case of balance-^of -^payment difficulties 

As I understand the MUrray-Walter proposal* it'ls tKat» In spite of th1s> 
general prohibition* there should be a GATT code spelling otit in detail the 
tflianner In which QRs should be administered* especially If they affect the 
e)qports of LOGS;. Again paraphrasing the Decalogue* It Is as If the commandment 
'were made to tead: "Yoo shall^ot kill; but when you do* you^st observe certain 
prescribed amenities* one of i^ich Is to give the victim adequate advance notice." 

White I have the floor* I share Dr. McCuHoch's alarm concerning the use of 
differential QRs for the benefit of less developed countries^ Like her I am 
very.much afraid that this would create a vested interest In the maintenance of 
4 QRs with developing countries pressuring the developed countries to inaintain 
their QRs against everyone else at existing levels. 
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^ UftRY iCEHHOH - Department of State/Bureau of Intelligence and Research: 

- I foundt for 10^ lurtt a certain asjmetry through all of t«hat the speakers said. 
They attack gentratly^an-J I think rightly* (j^Rs and Inefficiencies and distortions 
and so on* And i4iere these exist for aggregate LOC-exports, this attack Is 
dovkbly warranted because^ th^ Itmit ^rket access that the LDCs need. 

However* the speakers seem to feel that there is something right about 
distorting market access Jn favor of LDCs^ But It seems to me we woutd^hen have 
the same Inefficiencies of distorted market access fn trying to favor Inports' 
from LDCs, 

I would ^ very concerned with the Idee of gtVfng the least developed 
larger maricet access than I would the other LDCs, I think this Is the Infant 
Industry argument gone wild, ^ tfe can never distort the market enough so that 
Chad or Bangladesh, and a coupleVt ^ther n^s I heard, could si^ceed ^n 
'exporting goods In the fairly technological fleW, 

Jtlth regardtjto wy. reference abput the deslrabjllty of elimination of 
distortions itffecting aggregate LOC^exports, I should add that eliminating 
them would carry some^os^Sr It seems, fof example, that If rich countries 

eliminate quotas on textllest the effect would b^to hand the whole textile 

•J 

Industry to such countries as Taiwan, Hong Kong^ Korea aiM maybe one or two 
more. Other LDCs ^f this world, lUe India, would simply be excluded because 
of .their hlghef^cost and more antiquated and fragmented textile Industries, 

HR. OERRY UPirniS - Office of the Special Representative tot Trade 
Negotiations: I am concerned about yourcholce of criteria for the allocation 
among eligible LOCs of preferential treatment. You said you selected a sha^ 
of the Import market. In vjew of what Hrs*.. HcCulloch said, how would you 

T 

modify that criterion. And, second, what other objective criteria did you 
* choose, and ^ did you discard them In favor of Imports here? 



lis 
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Hki tsmit I wfll use that direct question to turn, the floor Uck 
to 9ur tM) s^Jcersi <nd see thi^ hive ai\y concluding cotwnents^ 

DR^ nSKKKix let ine ansMr In the orde^" I reinei?6er the C[ueit1ons, the 
list on^ firstv 111 terns af altemtlve criterlat ve did not look -it a 
Wvcd spectrin because this lea^s to th^ problem of ne90t1at1n9 )«etQhts on 
the various types of criteria. ' ''-V^ 

B«s1c<11y our feeling was that the only reasoii for a Qft in the fir&t^ 
pUce Is <s < p«1n-k111er to llmlt'lmports tn the fntport sensitive Industry^ 
find In those cases* the only countrle^^ that one r^lly ^leeds to be concerned 
about aVe those <:ountr1es that can export the product ^n quantities sufficient 
to 1i|>act on dOMStIc markets. Our phllosopl^ was tu close the market for those 
countries and let all ^the rest of thein come In free^- Thus we ^re calling for 
the non-^adhtlnfstrstfon'of QRs for Uass I or Class U cooatrfes anlto Impose 
QRs only On Class HI countries* since cUss UI countries are those df^«lop1t>g 
countries and non^prefjtrr^ developed countries which ha^ve export capAblllty 
sufficient to Impact on the (fomestic Industry, 

I would agree with Professor HcCulloch howeveri that countries wUh high' 
per capita Incomes- do not really deserve differential treatment*-even^ If thfy <re 
non-'competltlve exporters of the product. But if they can export the, product* 
It does not bother me any to give them special HFN treatment, ^ 

m* OERRY ItflTTUS; Is that the basic question? Your criteria Is 
based on tbe product specifics^ 

DR. HURRAY; This is definitely t)]& ^sic consideration. ^For different 
pfoductSi there exist different arrangements of classes of idev^loplng couvjtrles^ 
TKIs Is rtke^sureable criterion; one can qolckly determine '^whlch countries 
belong to the various classes by looking at trade statistics. 



TKtrt ar^Mifv prDb1c«s with this approach. In factt one can probably 
find mny dlia9rf«ab1a things In tha coda of conduct that we pro^se. Our 
«l1n purpose of outlining something concrete ms to provide sone illustration 
^f tht kinds of things that we think Muld be Incorporated into an International 
agrte«CTt In this araa* 

I would like to nake one other point* The whole question about differential^ 
treatment bothered us right froei the start, We b^gan by carefully reviewing 
the Tolcyo Oecl&ratlon of special and d1ffere/>t1^1 treatntent. Vne word ^nd** 
nttns to m that there is ^ union of two different Cr m:evt^£uch tl^t the sm 
total mresents the first plus the second. The dictionary deflhUlons of special 
and, differential are not the same. Theword ''differential*' cdnes through with 
a ver^ clear imning* I,t Is treating one country different from another. 

The choice of the tern differential Is unfortunate, M I think I ^uld 
'^argw very sfarcngly that that word should not be th^re. But It Is there* so 
we^ have to*^ with It, ^ 



rftOHAlO FI«OLAYi - Hayi^ It could have been "intersection" and not "union" 
hOrrAyV I think the rich countries had ''special*' In mind and the 
developing countries waivted "differential"; In order *to reach an agreeaient In 
Tokyot they Included both^ U is net a very desirable solutloir. 
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Tht Sifeguirtf negotiations «nd the Developing Countries 
Genld Helcr*. 

If economists cen be proud of ei\y principle* the doctrlr^e of co«paret1ve' 
wlYenUQi Is i strong contender^ It my m\\ be, es Swielson hts rcmtrkedf 
thit tht ftlctrtflwi theory of coaptretlve edvertege Is the one proposljtlon In 
fell of the sodil sciences which Is both tnie end non-^trlvIeK^ Any yet i 
Mtny^Mn of effe1rs**1n business end governMnt**htve elMys been unwilling 
to bel1cv» In the principle end ere reluctint to submit to Its dlctetes^ 
In rKent yiNirs> dissent has Intensified^ In part tjtls Is because the 
exposition of the doctrine has become so complex. that Its elementary 
fun^yental lessons about the virtues 'of international division of labor 
have tended to become j$ul»ei^£l 1n*more esoteric refinements^^ Mora 
significantly* there hal beenlreater recognl*^^^ that'as^the structf e of 
comparative costs changes* a d^fenvit distribution of benefits end detriments 
ensues* and those ifho suffer a (4^^t have become mere Influential In 
seeking to overrule the dictates of the market. The desire for extranperket 
support also intensifies when the process of adaption Is no tonger In the 
context of sustained groirth and prosperity^ The Incretslng resort to^a 
market^ safeguard reflects these factors^ Stit In protej^tlng home markets* 
policies havQ been adoi^ed that are 3rd, 4th* or n^th liest policies^ The 
current Hultllateral Trade Negotiations (HTN) therefori |>rov1de a propitious 

*s*l 

* The author Is Professor of Economics In the Gradt^ate School of Business* 
Stafford University^ ^ ^ 

Paul A, SamueTson* "Presidential Wdress," International Economic Relations * 
International Economics Association (1969)* g^ 

2 cf* Bhagwatl* *The Pure Theory of International Trade," EconocHc Journal * 
Harch 1964, IM. J 
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tlii to ft-otMlm Mhtt m mt t ifitm of Mrktt ^fogutrds to «cco#11sli 
Mi t» Mtljm ¥ou dlfl^rtnt pollclos Muld tccvipllsh our 90i1SA.^ 

frm Urn perspoctlvt of^ltht intomtloiiil ;»onwt1vt procoss. ts 
llltfriiiitotf tMljrtlctlly by prlnclptts of vtUtrt tcononlcs tnd prtctfi^lly 
Igr lnttTMtloittl codts of conduct tnd natloiiil 1tg1s1ttlOA» this ptptr 
mmtm% tUt rttlontlt tnd scopt for sptcltl tnd differentltl trcotatnt of 
UKs witli rospoct to tht tppTlcitlon of Mrl;ct »fi9uards DCi. Mi b^ln ' 
ly roci111ii9 tht fonul pmcrfptlom now in tffoct* rtvloring tht tfftetlvt 
^proctlcfr of Mrl^tt Mftguird liutruicnts by tht UMttd Stitt$» tnd stating 
tht frob1«i In tht currtnt m (stctlon 1). Mi thtfttna1yztt:je problMt Jn 
ttrM of tfflcltnt resource tlloctt^on tn4 othtr nsptcts of Inttmttlontl 
wiftr* tcoMtlcs (stctlon Z)^ Cur uUlMtt ccxem will bt to provldt sont^ 
polk^y 1«p11cit1ont tnd guldtllnes of vtlut In the mil (stctlon 3). 
1. Tht PnAli f 

Nirfctt »ft9Utrds*^1n the sense of protecting t ptrtlcultj: lidustry . 
or soctor if tht dontitlc tconci^^-oper^te by {§) postponing tariff cuts* . 
(b) rtjtslng^irtvlously lowered tariffs* {c} l«pos1n£> quantitative rtttrlctlont 
on iMports* (d) rtstHctlrg tht coverage of tht Genfirflfzed Sy%Um of Prtftr* 
tncts (GSP) ind allowing f^r wlthdrml of preferences^ Tht GS^ raises 
special questions that go beyond the Issue of »irltet stfe^Mrds, end Will 
be excluded here^ 



^ This Is e* narrow Interpretation of stfegcardSt Hare generally* saftgutNs 
can also be used to "protect" goverrwtntaT responsibilities In the trtts of 
balance of pumits* economic development* full tuploi^ent* tnd egrlcvltiirt;. 
Safeguards cen also ba used ts ^protection" against the ftllurt to receive 
t^i anticipated benefits froa another signatory of a trea^^or aariifcint^ " 
VJ*t mre ^neral approach is adopted in Irving Ibravis* OoaHtIc Intwttft 
and TntertjatlofttT Qplloatlons: Safeguards In International oraaniiationa 
(1903)^ .The ^TT contains several different safeguard ciauses (Alleles XI:: 
Xn, XVIII::, XIX-XXI* XXV» XXVnO* but Article XIX Is the Most relevant hei 
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19 avol^ li^uvy froi luportst the UnlUd SUtfts hts In r«Mt >ttrs 

Mifily to tVtlcl* XIX of the CATTt the escipe cliuse of the Trade, 

Mt of 1912 ukd tlw Trtdt Act of 1974* V61unUry Export Pcestnlnts 

(VCIi>t ail Ttxtllt ti%nmmnts* 

Artldt XIX on ^wwrgincy ictloii on cerUin Import^* •uthorlzes 

1«p«rt-r»ttHct1«g Mitttm:^ 

If , is*i rts4ilt of Mfortsm 4tvt1opMftt9 tnd of the effect 
of ob11|»tlefis liKurrtd i contrtcting p»ty under this 



AClikHng tariff conctsslopit ti^ product Is bting 
lifortod Into the ttrHtoty of tm^t contrtcting pirty In such 
Incmstd 9ttUtUlts and uodtr svch conditions ts to ctust or 
* tinroitin sortow injury tffdomtlc p^vcers In thtt territory 
of llidi or directly co«pet1tfve products,,,' ' 

To involct Artlclt XIXt thtrefbret the following must th sfiown:^ 

(1) Inports "In such Increased qutntlt^s*"; 

(2) The Incrtised Inports tro • resist !>oth of 
{•) "unforeseen dtvolop^cnts**; 

(b) concessions granted pursutnt to the OATTi 

(3) The Incroiscd li^ts^ctuse *'serious Injury "or * threaten ^ 
serious injury," 

^ Tht concept of '■In such Increased quantities" his been 'interpreted to 
Min not only an absuluU Incriiase bat a relative Increi^se as well. It Is 
tNftfdrc possible to Invoke Article XIX In a situation In which both donestlc 



^filtrr Art, XlXt pan* 1(a), 

^or «n oxtendtd discussion of tWprereqtilslUs to an Article XIX escape 
cliuft action and the types of co«|4ftfatory renedlest sae Oohn H, Jackson* 
ypfld Trade and tht Im of SATT (l«9)t Chap* 23; Robert E* Hudec* The 
MTT iooal Svstfi anj World Trade Molomcy (1975); Hudec t The GATTTegal 
Sntm* Journal of tfarld Trade IWt 5eot«>er-0ct«iber 1970; Kennath Diflt 
The fiATTi Ian and iconowic QraanTFatlon (l970)t 99-l(J7* 
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«eijMi^feih of an lipnrt-ce^pttfng comodfty tntf the iwports of the coM^lty 
Mil 4Kr«as* 1A absolute aaountt but tKe proportf^*!) of Inports to doMstilc 

^ Iht concept of "as a rtsult of Mforcstto devclopMnts" nfses coaipltH 
Issues of causality ai»d msonabltitess idth resptct Mj.tMt an laportlng^ 
notion could akd should have been eKpKted to for«s£t. The 1nt«rpr«tat1on 
of this rM|tt1ra«tAt has bicone so Itnltnt that one can aliiost conclt^e the^ 
an Increast In liporU can Itself be an unforasetn devtlojMient.^ 

The Hum of "serious Injury" ms exaiatned M£t seriously In the . 
HltUr's Fur Case7 

After considering data re9arding quantities of luports and of tMIt^ 
States prc^tlon and enployimt in the ladles* hat Mndystry/ the WT 



— ^ ^ 
UorijAQ Party found tviiknce of ^large and rapidly Increasing*** IflKOrUt 

nhllt at the sa«e t1«e doMstlc prochictlon decrNswf or rewlned stationary/' 

This* It concludedt ms "evidence of soae wl9ht In favor of the view that 
» 

there was a threat of serious injury*" , Further* the Uottlng Party said: 

The available data sr^^ft the view that increased li^koiHs ha4 * 
caitsed or threatened soa* adverse effect to United States po^ducers* 
Whether such a degree of adverse effect 'should be considered to 
, ' amount to**ser1ous IHJury* Is another question* on which the data 
cannot be said to point conv1nc1n9ly In either directlont and ai^ 
view on whIcK Is essentially a mtter of ecommlc^ndgsoclat 
' JudgMAt Involving a consfdereble siAJectlve elertent*' 



^JKltson* op* c1t*t p* $(1* 

tftthdrii^l bv the United StaiSs of a Tariff Concession 
Ir article tit of the GA TT^ J^va» )(36t 1951 (Sales Ho* GATT 1951-3). 
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. < ^ hg/kinf i legtl stu4tnt of the st^ject has concluded .that "as o«ie^ 
vtvfiM this FMrMbU GATT report on Article XIX» U appears quite clear 
tttit titft mttlt of the findings pide was^to nreatly extend the scope of the 
«S€«pt cliuscjMd render ft evillif^e for Invocation In e Hide variety of 

I Iftotions, It ilflost ip^rs that a iiere rapid Increase In the proportion 
. Of lipvkrts to the dOMStfc production iiould make Invocation of Article XIX 
Jvit1f1ib1e» especiilly when ill benefit of doitfit^s to the party InvoMng 
ft^ T)k net rtsrU Is to render tariff concessloi^s and othi*r GATT obligations 
. less stable."^^* . . ^ 

Uhen i party invoices Artlcle^XIT^Iir suspend the obligation fn whole 
or In part or 'to wtthdraw or modify the concession'! In respect of the Inported 

^ ' prod^t causing tl|e Injury^ the tountrlc^ concerned may consult each pther^ 
Ml the Inking party may offer^other con^efisatory concessions. Or the 
consulting parties nay obtain the agreement of the Invoking country to 
oMpcnsatOry wtthdraMl of concessions^ fay the other coi^itrfes against i^lch 
Article jtlX Is invoked^ When* In order to avoid retaliatory withdrawals* 
tht_1ftvok1ng country offers other concessions > It must do so In conformity 
with the HFK rule* just as thewlthdrawal or suspension Itself mist ^conform 
. to the tlFM rule. The withdrawal* however* Is to be ''to the extent and for 
such C^M as nay be necessary to prevent or retnedy such Injury.** (GATT 
Art. XIX* paragraph 1{a)J Because no remdial action Is prescrlbedi 

prote<^t1on Is In effect, sanctioned for so long as the threatening export 

^ - 11 

^ capacities continue to exist abroad. 
^^^Jacicson* oo, cit.* 563. 

^Hhls Is enphaslzed fay Jan Ttmllr* ^^Einergency Protection against 5harp 
Increases \n laports*'* In'^H, Corbet and Jackson* (eds.)* In Search 
of a Kew Wortd Order {Halsted Press* 1974)* Chap. 15* on page 262* 
TiMlir notes that the consultative procedures developed In practice -actually 

' 9lve Article 3;iX a bias toward naMng the emergency protection permanent. 
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- . Article XIX was Invoiced 54 times during 1947-70, with most of the 

cists (4^) occurring tfUr 1960^ "Oifly on four occasions did the use of 

tMrsencj^ Misures-ufider Article X!X le^d to a co^>ensatory suspension of 

Ob1l9tt1ons.by a supplying country; on 2$ .occasions thr concession Mas re^ 

12 



stored tfttr tYerUin lapse of tine/" fron 1l970->76t there were 3d Article 
XtX ictionst ind only seinp of these involved prior notification and con- ^ 
sultation. ^ ' ♦ . 

'^c..., ' In p'ract1ce>'the invoking of Article XIX has generally taken the 
fom of an increase in bbimd tariffs* ^t in recent ytars the inposltioi) 
of QRs has become more comon^ Furthert Bhagwati estimates that the 
"^devel^plng countries' exports were ,{nvolved in nore than half of the 
^developed countries' invocations of Article XIX* The Vestrictlons imposed IrK^ 
these cases were rewoved within a ye^r in a third of the cases iiwolyingV, 

developing countries; but in half the total number of casest theiieasures 

J* 

13 

had ^been in f&rce for over five years* 

^ The resort to Article XIX haSt howevert beejj rattter lijuited in coipar* 
Ison with the invgcation of domestic escape tHuses, Vol untar/ Export ^ 
Restrictions {VEft^ }t and the Arrangem^t Regarding mternational Trade in ^ 
Textiles (referred to subsequently as the ^Itifibre World Textile Agreement)* 

Countries have prefWed these other market safeguard procedures 
Instead of resorting^;ttf^t1cle XIX because they are not restricted to 
remedying a ^riSus injury" that is due to prior tariff concessions* They 

^^^^tM and Victoria Curion* '*The Hanagem^nt of Trade Relations in the GATTt" 
n Andrew Shonfield (ed*)t Intemational Economic Relations of the itestem 
torld 195g-1971 {1976)t 223* 




^^agdish N* Bhagwatit ''Market Disruptlont Export Market Disruptiont Coinpen* 
. sation and 6ATT ftefDmit" World Development* December 1976* p* 993* 
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•}$o allM Vm Invoicing countfy to avoid the HFN ruU aiKl tojpractlce 
41scri«fMtoi7 tmtaient^ Furtheiv they are attractfvt to countries because 
I tt^r 4o not rtqulrct as dots Article XIX» (Oiipensatlon In the form of other 
^ ' 'oActsilons or rttilfatofy suspnjtnslon of equivalent concessions or "other 
otlljttfww'* through the principle of reciprocity. 

. In the United States Trade Act of 1974» Tltle^ II provides for iniport 
relief fnm liiwrts that are a "substantial cause of serious Injufy^or the 
' threat thertor (sec* ZOt.)^^ "Serious Injuryli includesMdllng of produc- 
.tlvt facilities* Inability to operate at reasonable profit* and significant 
tmep^laynint oi- underemfffoymentf "Substantial cause*^ Includes either an 
absolut^or relative Increase In Inports plus a decline In domestic producers' 
U^S* iMrtet share^ '^Stibstj^ntlal*' Is defined as "1i4K}rtant and not less thavf 
j . any other*" "Threat of serious Injury" Includes decline In sales* growing' 
Inventories* and#dKlin1ng production* profits, wages* or ejnployment* After 
eligibility fwtltlons for Import re)1ef are ft)ed with t;he International 
Trade Omission (ITC)* If the ITC finds serious injury or threat thereof* 
It Must recoiPiefld to the President within six months of the filing of the 

Oitltlon either new Ip^rt restrictions or provision of adjustment assistance* 
1th1i(k €Q days of rece^ylnd the ITC report* the President mus^ decide what 
s kind of Invert relief to provide or whether to provide actjustment assistance 
(sKtlon 202)* Ihe President may provide import relief for ^> to five years 
In the ^pmt of new or raised tariffs (up to 50^ above the existing rate)* ' 

^ I. 

suspension of duty-free re*1ii^rt benefits or preferential tariff rates* 
,C tarfff-rate quotas* tighter^ quantitative restrictions* orderly marketing 

^*5«e Trade Act of 1974* para. ZOl(b)O)* 19 U*S*C* para* ZZ51(b)U)* 




«9rt€Mnts irith the eKtfomng country* or any conbltu^on of these. If no 

Iffport retlef Is pro^^TBed despite an' ITC recomnendatlon* within 90 days of 

r«ct1v.1n9 the Pres1dent*s report* Congress then put Into effect the ITC*s v 

fKOMAdfttlon by a-Mjority vote- of both houses (s^tion 203)/ Title II 

«190 provldtt adjtistMit assistance for iiorlcers {chapter Z)\ for flms 

(chipter 3>; and for owwinltles (chapter 4).*^ 

In rffcAnt years* the concept of 'harUt disruption* has also connanded 

attention* particularly as a result of the Long-Term Agreement Regarding 

Intifwtlonal Tradi in £otton Textiles fro« 1962-73.^^ and the Arrangement 

17 

.Regarding International Trade fn Textile* In force since 1974. , A^ordlng 
to the latter Arrangenentt ^e determination of & situation of *isarket dis- 
ruption' shall be based on the existence df serious damage to domestic 
producers or actual threat thereof. The existence of damage shalKbe deter- 
mined on the basis of an examination of the appropriate factors having a 
bearing on the evolution of the st^te'of^he. Industry In question such as: 
turnover^ miirJcet^share^ prtflTttSt eitport perforiMnc^ efl^loymtnftr volume 'of 
disruptive and other Imports* pr^uctlon* i|0t1zat1on of ca|»acity» productivity 
and Investments. HarJcet disruption Is designated as: 



'%ub. Law 93-61Bt Oaif. 3-* 1975. In T975* the ITC Instituted 13 InvestlgttloK 
of escape clause petitions, For a simmary of escape clause decisions (as 
Mil as antidumping* countervailing <Jutyt and unfair Import practilces 
decisions) 1973-75* se^ Council on International Economic Policy* Internatlonel 
Economic toport of the President , March 1976* p+ 45+ See also BhagwtT* - 
"HtrketOlsruptlon..."* Table l (pp. M4-9g7) for escape clause actions* 
1947-1973; and Table 3 (pp. 1000-1001) for the relationship between Japanese 
VEIts and US esape*c1ause Investigations^ 

^^ee GAH Ooc. L/1703(1%Z); Agreement Ko. 97 In App. C. 

^'gATT* Arrtfljtement Regarding International Tracfe Iri Textiles * (1974)+ 

.■ ■ . ■ . \ 
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. shivp ind siibftUntlil Incretst *r limlntnt Incretst of Imports 

«f ptrtlcyltr pf>dyct» frm ptftlculir smirce$^ Such in IwilneAt 1ncr«as€ ' 

il«n bt • Mswtblf OM litd shall not b* dcttrttlntd to exist on tl^ basis 

or «il«9itfMt cofU«cturt or mrt possibility irlslngt for exMpIt from the 

tjctttinet of pro^tlon c^optclty In tlit exporting countrlesi 

-(11) thttt products m offered «t prices lAlch are siAstantUlly 

bilov those pr^e1l1fi9 Ibr siKller goods of cbviptnbTe qutllty In the. mrlcet 

of tbe 1^»ort1it9 country. Such prices shall be coiv»ared both with the price 

fbr the dbiMtIc product at a cofsparable stage of comwerclal transaction* and 

irtth the prices nMch nbrnalTy prevail for such pitji tcts sold In thfe^ ordinary 

ODUfM of trade and imdcr open mirfcet conditions t/ other exporting countries 

in the 1i|kort1fi9 country^^^ 

It Is notable that the Arrangonent also states that ''In considering 

questions of *iiirket disruption* account shalT be taken of the Interests of 

^ 19 

the exporting country* especially In regard to Its stage of developiwnt,,^'* 
, Tpchnlcallyt the Anranga^t Is separate froM the 6A7T, but the tiego- 
tiatlfig Parties stated that tb«^ were " deteralned to have full regard to^ the 
principles and objectives of the ^eral Agreement on Tariffs and Trade andt 
In carrying out the altis of this Arrangementt effectively to Inptemt the 
principles and objectives agreed upon In the Tokyo Declaration of Hinlsters 
dated Sept«Hber 14* 1^73 concerning the Hultllateral X^^^de Negotiations'* 
(Pr«ei61e). Artie^^ lO of the Arrangement also established within the frm- 
wortt^nf fiAH a Textile towfclttee consisting of representatives of the parties 
to the Anrangenent. The Comlttee deals with those matters^speclflcally 



l^lbld.t Annex A. Hlh ^t 20. 
l^Ibld, 
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nl^rtd to U by^tht TtxtiSts SurvelUince Bo^t fs serviced by th^ (lATT 
SircrttaHitt ind reports innuilly oii the optm^foQ of the iPimngcAent -to 

^ I- 

^ ,ln vfCM of the de|»rtiires fro« the prlncfple's of ^GATT fn recent y«ar$« 

' t' 

OAt Might thfnk thtt iht oWectfve of the HTH should be to re-esUbllsh the 
GATT princfplest indMn our context* reassert Artfclt XIX Which nan ippom 
to be f«rt hoAOrad in tht breich thin in the observance^ Yet* as Jin JmMr 
of tht 6ATT SKftttrfit perceptively stttes* this hope is rithertjifstfun^ 
"It Is h«rd to beHeve thit the GATT could be reasserted by i sfiple^collec* 
tlvedecislon to return to i sftiatjon quo ante , ind Eden befWc the fitl 
t4»ere rules hid be^ observed* without soate old rules betn^ re-wfftten ind 
%om iddftfonal prfncfpUs ind Yules befng fomally icceptSd. The econOMfc 
chit^es of the Ust decide (partlcutirly the strong icceler&tion of Mirld 
tride fn Mnufictifi^)* ind the prospects whfch they open* nakt Article XIX 
even less satisfactory tbdiy ind to even more cdUntries than ft was in the. 

A revision of Article XIX is In order. This is necessary fron the 
stand^int of ne^tiation strategy in order to achieve trade liberalization 
an^ to prevent iiore serious protectionist le9is'latfon from being enacted 

« 

and to redttce pressure on countries to solve their trade problems outside 
the ftuUilater^l fremeMrlc^ It Is also necessary to attain pnrt closely *^ 
the <;onditio^> of ecohomic efficiency. ' >' 

The problem of how should the present KTN proceeO to revise Article XIXt 
Andt of particular concern here* should the ^i^fon acconnolat^ special and 
^differential jMasures for the LDCs? Before considering some policy QuldelineSt 
ttt should place th^ probleni in its broader context and first Mn9 to bear upon 
the issues sone further economic analysis^ 

^Pltwlirt OP, cit** 261-262. . 

12'8 



TMs problvi Is tSMUIilly Ofte of txtemtllty c<Mttro1 policy/ It 
H pftrt tf tHi 9iMnT topic of ^sfng timtftil poilcfts far «xtem1Ufe$ 



«Mcli tNrt his mtfiUy b«tn consldtrible wrttlng 1n both <coiioiifcs 
mi }m* fcoMristi htvo cdnsfrfend tht rclitlve efflcicy of penil^y tixtsi 
JiAtldlii; iMtf 4frict rtgalitlon is InitruMnts far controlling extendi 
^ 4tsiooi^tf tdtkh Involvt the 1nt«rictfon of iq^ny ptrtfes. Huch of the < ' 
-^iKvumi fs en tKttiisfon of (tit Cnse theorem which relates to the tr«ftf* 
Mit 4ttr1»vit«t extet^lltUs. This thearen asserts that the assl^nMAt 
of*pn>p«rty rifhts end llibllfty ^niles for dwiges have mueffect on efficient 
ftfoyrte illocatlont imvldtd that iwrkets exist and transaction costs (1.et> 
1nlbniVt1oe*coAtrict1n9*poT1c1n9 costs) are absent. The parties conctmed 

ttflj wlwitarlTy negotiate agreoi^nts ^th allocatlonal results that will 

If 

bt Inwrlant over differing asslgnnents of ^property rights amtg the parties 
to tht trtftsactlont^^ tegtl analysis has also Incorporated the Coase Theorettt 
is nprnefttid mtnt notably In Calabresf*s qcsts of Accldei^ts and Posntr^s 



^X, ff, CDiS«. "TlHT ProbliM Of SodiT Cgjtt. yo. Law> fiion, . October 19^* 3* 
1-44t.Cgii f.thiorpi SwPOSly>> 'Part 1* 13 Kittont) BesobrcefOoumal . 
557 ny/3t| go ^je Tliiorga555i»t1tfi''Part li * M nacTonii Kesources 



1 

2Ztt, Cilibrtsit The castt of toldyits; A Leoil ind tconoylc Anitysls fl^())t 
PttSMr* Eciiwlc AftiTYsts of Law Set iTso CiTiofest * Htlined, 

''PfVptrty Hhiltit niMtnv Rales, ind Inalltnabllf^: Ont View of tht 
C^thfdrtlt" a? Harvard uw teylfM 1099 (WZ). Cilabr^sl restated the 
,CM$t thtonp as folloitt: "Tlw sate allocitlon of resources. will coMt 
about iM9«rd1tisf of Wtlch of^tm Joint cost asers Is Inltlilly charged 
ttfth tht cost, in other %a^** rtgirdUss of lliblllty rules^** Calibresi, 
"TfiMictlofi CasU» Resource Allocation* and Liability flales— A Coiwntt" 
n tfwimil of Law tnd ^conowlcs 67 {1968), 
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. THt CtltbrttUn tntlysis 1i ^ycclally Sti99est1ve for oin* prob1«i of 

"tilt cost of ptrttt dlsniptW Mm luports ctuse "^stlc Injury^" Tht 

crfUctl 4uti;,tl0ft is «ho shtll Imr tht *'lHirtai" or the cost of mrktt r«* 

«4Jiistmt Whtft trft4t btnitrs <rt rtductd? Should the burdens or costs be 

left Mhere thty fell due to Mrttt f^est^^ 

This qtfHtlOft nises Issues ^sfeifler to thos€\^sed In CelebresVs 

Inquify Into the difficult "decisions for eccldents^** XAlabresI notes 

that: y ^ 

the primry «fiy In ^Ich e socle^ A«y seek to reduce eccldent 
costs Is to difcourege ectlvlties thtt ere 'eccident prone' end 
substitute stfff ectlvlties es well es sefer Mys of en9«9lfkg In 
' tht4«it e^tlvitles. But such e statieieAt suggests neither the 
degree to ^ich we wish to dls^rt^e such ectivltles nor the 
mm for doing so^^ 

We certelnly do nol^wtsh to evoid eccldent costs et eli costs 
by forbidding ell eccldent-prone ectlvlties* Host activities an 
' be arrled out sefely enough or be sufficiently reduced In frequtncy 
^ so thet there Is « point et which thetr worth outweighs the costs of ' 
the Occidents they cause* specific prohibition or deterrence, of 
nost activities would cost society Mre then itvould seve In accident 
costr prevented* want the fact that activities cause accidents to 
Influence our choices aMong activities and aiaong ways of doing then* 
But we want to Halt this Influence to a degree that is Justified 
the CQsf'Of tbfcse accidents. The obvlpus question Is, how do we do 
thlsT^* * . 

Considering these questions in terms of our problen of luports and 

Mrhet disruption^ an econoiifst would state that the decision to pemlt luports 

should be decided by*the market^unless the marhet Is flawed and the Mrginal 

social danege front litpoHs exceeds their marginal social benefit* there will 

then be sope optimil level of li^orts as Is .Ulti^rrated In Fig^ 1. Suppose 

that In the absence of any control over Imports* the IncreoMng marginal social 



23Cf, Jackson, op* clt*» 568-69* 
2<Calabres1» op*dt.* 6d. 
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4Mft frm 1#om MtjpMwrtd Iqt tht cum OC, fiKmtfng <s ^wport% 
immt^* lirt rtttrfcttoiis o<i fi^rts tlio hivt thtir com» <nd tHi foMtr 
1i9tm ttit MfHiT iHwbably tht itnilpil cost of 1iif>Oft«rtstHction» » 
mpf Mt tid ly cwm 0^0; W» dtttnHiMd t^f tlw Inttrstctfon of thtft tM» 
onti, Is tht tptiwi iMHiit of li^oftt. i^y imnt Itsf tHin M would < 
iitiil M ttfd1tt«Ml txctss of costt of laport-rtductlwi ovtr tht vtlut of 
, tht rtduetlot of tht 4int9t 6am to tocltty. If tht wotmt vtrt 1 it^tr thin 
, v thtvt iMid bt tft txctsf of tht vilut of tht incrttttd dtMigt <kmt to 
sdelttjf W tht Siving In coiU of 1JH»rt-irtdtict1on*^^ If tht tMnfstrttlvt 



0 C 




H 

r^Quantlty of iPpoHi — . — > 



t vf«1Ur tfittysls for pollution thatenent by Janes £. Heid^* Tht 
Thtoiy of EcoiKwtc £xttm>1fties {1973)^ 
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l^rocn^ U costltss to r«diic^ fiports to OH^ then W U the optfim v^ntfty 
•f fi^ortsi If tdilnlstretfve costs are r«1evtntt^the prfncfple stfll roMfns 
to nAiGt fiforts to the point iriiere further Mr$lMl <Sm9e reduction Is 'not 
wrth Its mts/ 

The iMrgfnel social d4Mge" fron li^wrts Is not self-deffnlii^it but fs 
as mmm or bmd es s««e ^cU\ decision cares to Mke It. - This Is e 
decision of ^inicel ccononvr^ in ^ present problont It referred to ts 
'Mirktt disniptlon" end "domstic Injury/ These ire dislocation costs that 
•re not ctlculited »tf the Mrket. ^ ^ 

tn decrviSlng Jts luf^orts to reduce the dislocation costs* howevtrt^ 
a CMintnr also suffers a loss of the gains fron trade {static efficiency 
9ilns) and the dynenlc gafns of competition from ln^rtSv The loss of tW 
9ilns .frfM trade and the dynanlc gains from competition are e<iulva]ent to the 
'•■tr^lnal cost o' lieport restriction," 

The objectlvot thet^oret Is to^reduce the stn of the dislocation costs 
•Ad the costs of avoiding ,dlstocatTon<. As already Indicated In Figure It the 
objective ntn be fulfilled along a scale of Importation between zero restrlc- 
' tlon of lii^)orts-*#lth*iMxlitt» disruptlont and total restrlctlon-wlth'zero^xJIS- , 
mptfon. * r j/ 

Various potlpy instruments are available to redwe lapons to the optimal 
level: fubsldlest tariff quotast tarlffst VERs t and QRs , tt^an be demon* 
strated that the hierarchy of policies Is In the order llstedt with subsldlei 
the "first best" policy In the senSA of entailing the least by-pro^ct dis* ^ 
tortlons*^^ ' ^ ^ ; 



^^or an elaboration of the hierarchy of policies and choice of a firstrbest 
optimal policy or set of pollclest see W, Cordent Trade Policy and 
Economic Welfare (1974), 28>31, 
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, Covpltd irtth the rtductlOA of Imports; the coMintty my wUh to reduce 
t)» socltl cost «f d9Mst1c tfiiury ^ Piy1r>9 conpenutlon to those tffectwl. 
THUjwty Uke the fom of vtrlout neasures of "Idiuttnent isslstince." 

Iirttnis of tiMfilibreslin iMlysU of Kcltftnts* the dislocation costs 
ere mIoqous to Ct1ibref1*s "pHwry costSt** irfifle the costs of adJuitaient 
•iilstlwiCi ere eitlloaous to CtUbresrs "stcoDdiry costs^"^^ 

Tbt'iotmtry tlutt Invokts • wrktt sefeguinl ylll ilso want to mlnliilze 
titt costs of e*1n1ster1ng the policies to r^uce the prlnary costs of ills- 
lOdtloA iiid secofUiry costs of tdjustnent. This comitutes • tertiary 
;tOit -contldtratlM.' IH policy objective for ttie jfiporting country should 
therefore be to find in optlMl coinblnatlovi of prmry, secofkdtryt and 
terttii^ costVtductlovis. 

Horaovir^ there tre also costs to the exporting country when Us exports 
are rcstrtctedt BhagMtl has demonstrated tliat the mere possibility or threat 
of .prottctlovitst restrictions beln^ Invoked by the Importing countrlest on 
grounds of wrket disruption, liMposes a \#e1fare toss on the exporting country.^- 
ThI actual Invoking of the trsde restraints wo^rd Inflict a welfare loss on the 
ticportle/' country that wou^d exceed the expected loss froo» the threat of such 
•n InvoCitlon at a future date. 



The "secondary tccldent costs^ are the costs of special and econmic disloc* 
tfons i41ch follow the linedlate accident, especially If the Initial cost 
burdjm U left unspread^ 

for In analysis of adJustaent costs (through Introduction of search costs Into 
the supply curves of labor and capital, t«aporar11y foregone Incoie of the 
rcleised rcseurdest tnd the posslbfllty of displaced resources having to 
accept lower »rn*n9* when reemployed), see R. E, Baldwin^ U.S. Tariff Pollcyt 
foTMttlon and Effects, Discussion Papers On International Trade, Foreign 
Investfitnt and Eltpioymeot, U*S^ Department of Labor^ June 1976, 17-32* 

2* Shagwiti, •^rket D1srupt1im.,.«, App. lU 

for an Instructive eaiplrlcal demonstration of the cost of protectionism to 
exporting IDCs^ see K* Snape, "Sugar Costs of Protection and taxation,** 
EcoflOifca 36 (February 1969), 29-41; H.G. Johnson, Ecowxwic Policies 
Toward, less Developed Countries , 87*se, 257'266. 



ERIC . . l33 



\ ' - 130 



tffportfng co«mtry's govmmt to the txporting country's govvriMMt whcft the 
tipttrtlng country Is m lOCt '*F1m» there it t case for asking Importing OCt 
to eaiH(Mt« tht tKEftKimr LM^ fictd idth i^rc thretts oKwritet-dlsmptlon- 
rilttod trtdt rtitrtfnts^ the O&yctn rotsoHbly be asked to "b^y"* with 
cov^fMtlon ptyuntSt the right to Ifivoka a wHcet-dlsniptfon-rcUtod trade 
rtttrifnt on t product, and to forego thf right to resort to such trade 
i^triints on alV products iiot so bought for... (2) Second, the actual Invoking 
of Mch restrifntSt 1^ Inposfng t greeter Toss> Mwld equelTy call for further 
ceapenfttlon to the affected exporters. Conn^satlon* for potential and a^utl 
tKport Merket disruption* to the exporting countries effected^by trade rtstnlnts 
reUted & «eHcat disruption be the ntturel consequence of our aneiysis/^ 

Mar BhigMtl's antTysU^ the linportlng DC tfOuTd In effect becMt an 
Insurer for the axporting LOG. But tm questions rcMin to, be answered; tttty 
should there be special and differential treatment for the exporting LOG? And ^ 
^y Is this policy preferred to other possible retnedlaT poTlcles? 

To Answer the litter quuivtlOn* we n«y refer to our eirller enelysis, Froai 
the stand^lnt'of economic efficiency, we should then ask who Is the cheapest 
cost avolder or In the best pdsltlon to mike the cost-bf^eflt enalJ^ls of whether 
the benefit of reducing luports Is worth the costs ofrthe reduction* and who Is 
the pftrty that can ^pst cheeoly avoid the stm of dlslocetloir costs and costs of 
avoiding dislocation^ 



^^Ibld,* 51*52.' 
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r fti^ou ttet tilt fipfrrtfiif coMtiy ^/m dcumlfit th# duiocatloit 
r^mH fiM 1wcmii< l^orti ticcttd tht^btntflt froi tht luports* Four 
yM4cl» >^ tiM b# fii41V M9|Ht«d: Tht luportfug coifntry sli^ly ^ * 
pf«l|t4ii* tfet vipirtliio ctwtiy (by prottctfMtlst rtttHctlons) If tht A 



1 «lptnliif cowiliy It tHt cMiptst mt avoldir. (2) TN tvpCH^tlng cotmtry 



MMmw It tMpftrt ^ cttpmntts tht luportlng country fdr tht dislocttlon 
1ic»rT«d In tictis of btiitfUt (3) tht Ih^rtlni OHifitiy "brlbts" tht 



ctititfy ntt tb txport If tht luportlng country Is tht cht«pt$t cost 
V ' ^ * 

'^Mfftr^^ (4) tht liportint cMntiy "•njolns" tht txporter but also cMiptn- 

\ Itttt tht «tpqft1n9 country for. tht costs Ullncurs In forcQoIng txports. 

CiCh of thtst pollclts could bt dtslgntd to rtach the tfflcltnt Itvtl 

ff liyorUt IS dtfliitd Hrlltr In ttm of rfg^rt K But tht pollclts ^ 

IMM 4tr|lirint 41stHbut1'on tfftcts* tMer ^0) and U) tht burden 11^ en 

^^tit i«port1n9 country, Bhtgiftt1*s prt^sal is equivalent to (4), This can 

he jMtlft^ U-*ts irlll i^enerally be truftht liportfng country Is In t 

hrtttr pofUlon to Miht tht cost-btntfU inilysls and can More erric1ent;,1y ^ 

mWtt tht soi of dislocation costs and costs of tvqiding dlslKatlon than 

€•« tAi cx^rtW country through V€RS. 

The rtMfnfn) qutstfon of nrfttther there should be dffferentlal treitaent 

; IfBr Xhk lOC-exportiV Will be considered in the next section on policy li^llcttlons^ 

HI* fallcv littTlcitloni 

we turn to policy guidelines for tht KTN* tht 1«wd1Ue Issue Is 



thither tht NTK are only: "trade negotiations" and not "lew refom ntgotla- 
ttanf*" Although trade ne90t1tt1ofis iiy be tht prime purpose. It Is liposslble 



V IWec, The GAH Lteal Svsttw and ItoHd Trade Dit>1o<incv (1975)* • 
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U ipmrt tilt ftct^tliit bro*^ nilt wking wMy b«'r«qg1rtd to Support 
n^Uttoiw «Mr mtft b»rr1fr$.. Tlw U.S. Trade Act of 1^74 sives m 
brmi wmMU t« s«tk mls1«ft of th* Including an txpMcU ctll 
nhi m1s1«ft of Jlrtlcit XIX of tht Wn Into a tnily 1nt«mit1oMl 
Mfigmrd proc«dur« idilcH talcts Into account all. fonts of 1^H/rt mtralnts 
ceuntflts ttt« In mponst to Injurious co«ptt1t1on or thrtit of such 
ii^mprtttloii.*'^ ^ " , . 

;m MTT rtfdni MMdaU for the U.S., stctlon 121 of tht Tndt Act 
of 1f74> llsts^ mMer of other pirtlcuUr targets of *'rtfom*' In trade 
berrlers.^ Tht difficulties K^th such a plecaml rentgotlatlM* howevtr* 



Hfftcultles K.th sue 
shottld be underscoftd at Is done a student of the MTT legal systw; 
The win proh1«« with th^ pIkcmiI approach Is the question i«hethtf 
nev rules In Just a few areas will be able to' stand by thenselves. Tht 
MTT's current It^al Mlaisc rests In large part on a feeling that tne ' 
AgrtMitt as It now stands provides no overall balance of legal reciprocity. 
The negotiating plan seeks to address the reciprocity problen looking 
for *se1f-ba1anc1ng*^ agreawents-^agr e qatnts In^whlch each signatory 
gOvert m nt sees enough advantige In tht comltnents of other signatortts 
to justify Its OM coiiltmts. Independently of Otat Is beln^ done^ or not 
being done« elscirtttrt../ 

^It would be encour^ln; to think that thf GAH could repair Its legal 
fabric bit bit. 1 believe that the prt>cess can work, however* only if ^ 
It Khieves a critical «iss**not necessarily a i«ho1esa1e renegotiation* Wt 
enough imw taw* towever wny the pieces* so that defuse of the new legal 
InvestMtnt Is a big enough and constant enough part of the GATT's dally business 

19 U.S.C, 213> (a) (2) (Suppi. V* 1975). 

33 Pub. L. No. 93'-m, Mr«. 121 . 88 Stat t9e€ Adding 19 U.SX. ptr«. 2131 . 
Sm «1so Aim Itolff . The U.S. Mandate for Trade NegAtUtlons." 16 
iHr<tn1i Journal of Internattonal Uw, 505. 
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ts ctaii9t'«tt1tt*dt$ «nd wrtclnS htblts gnwrally, Thfs Is to say> thtt there 
U to ovtrtll 1t9a1 'spirit' to $4TT aff^frst and thttt unless piecemeal reform 

''tff^ets tMt iarfer splritt It'Hsks beln^ swetloMd up by the^ prevailing antl^ 
tkml attitudes/^ 

AltlKHigIt «lndfl«] of this larger contextual problem of tbe negotie*- 
tfORl t m shall concentrate on Article X!X, Further t^aUhouQh the etoiwmlst ' 

1w aMt to llttlet If anyt econonlc justification for markat safeguardst 
t!m political Korto«1st reelfzes that safeguard clauses allay some of the 
foars of the consequences of trade llberallzatlont and that their provision 

^WMy ba nKesury to facilitate a reduction of trade barriers more generally,^^ 
Cranttd the political realise of this viewt we should nonetheless still attempt 
to rttlonalfze the use of safeguard measures and strive for the optlval Inter- 
vention to achieve even non*econoni1c objectives*^ Greater resort to a refonoed 
Article XIX wuld be an Improvement over the present situation of safeguard 
actions, outside o^ the GATT a^id the^resent subsUntlve requirements of Article 

^xix. For It Is clear that Article JX Is at one and the same time too exacting 
fn6 too lenient, Speclflcallyt It Is too restrictive In trying to maintain , 
nondiscrimination and yet Insufficiently restrictive In Infusing too few 
obligations on those who invoke the GATT rules*^^ 



^Hudect op, cit, 267-263, 
^Cf, KrtvlSrOp, cn,t 26-27,* 
%«»11r, op, Clt,t 262-263. 
^ ^The Economlst t April 5t 1975, 
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In this problfiffit however* the parties Involved In the Interaction 
<rt In different States^ A Wickselllan rule of unanlmit;/ Is therefore 
IjnpDSSlble for ^collective or governnental decision making: a contractual 
conctptlon collective action (e^lvalent to a voluntary exchange process] 
Is irrelevant* En contrast, Ahe ''rwiturar tendency Is for one State to jnake ' 
i deelilon that affects groups In anojbher State— without I>enef1t to the 
latter and uitKout considering the cos^ts to the latter. The tion -existence 
of an appropriate International regulatory niechanlsm means that we cannot 
tx^t to achieve t^e optimal level of 1nq)ortSt as represented In Figure 1 
above^ and u|th due- recognition of cost minlpilzatlont as discussed In the 
preceding section. An International ptabHc sector exists In only hjditnentary 
fom— Htthout an International fiscal authorltyt an International regulato^ry 
ageiK;yt or an International legislature. The domestic Instruments that r;ay 
be used to dea^ with externalities have no coun' . i^rt Internationally. At 
tkstf the GATT must assume some of the functions of an International public 
sector and seek a multilateral policy that will be preferable to the, n;:! 1 
tendency to Invoke national policy. The preferred multilateral policy wt«.> 
however^ necessarily Involve not only the Issue of economic eff1c1enc;y> but * 
also that of distribution and "falmessN-whatever that might be. This 
coif)11cates ^he problem, but Is of forembst concern to the IDCs. A market 
saf^uard policy fs also likely to be linked with other Issues under negotiation* 
and this add^ a further complication to the. problem. Finally, the problem^^s 
highly politicized—both between ^domestic Industry and national government 
and among nat1ons*-so that the pure econt^tc analysis ntust Immediately 
become diluted tlnvlgoraied?) by poll t1 car factors. 



In stcllon 1» w htvfi «tr6a4/ considered the preraqulsltes to Article 

tit ectfon end ha,Ye ellt^jifrd to sone palenesses In'these conditions: ^ 

' |||; Uftless en ectu^l incmse In linports has occurred, there should 

b« little itTstlflcatlon 'lT InvoTing the escape clause. The "relative*' Increase 

^conctf>t of Article XIX Is a protective device that* If allowedi could accelerate 

38 ■ 

a decline In trade during recessionary periods* and It has little justl-^ . ^^ 
flatlOft as tvldertCe of *'ser1ous injury/' It M)u1d be desirable to remove the 
rtlatlVe Increase coficept fron the Interpretation of Article XIX^ 

[Z) The prerequisite of ''unforeseen developments'^ Is too readily tjilcen 
to slioply man art Increase In ImpovrtSp As a causal standard. It raises difficult 
prob1««s of proof and Jud^mefit. The provision cannot be analogized to the 
<lectr1ne of "changed circumstances" In Int^atlonal law and serves no real 
function. Article XIX should be brought Into harmoi^y with the doinestfc version 
of. the escape clause In the u.S^ Trade Act of 1974 which doe$ not requlfe that 
the "Serious Injury" to domestic producers be shown to have been caused by 
"unforeseen developments*'* 

'(3) The determination of "serious Injur/' Is too often based on 
national political pressures Instead of economlc analysis. Swne type of 
International qofntlsslon or panel of experts should be responsible for a 
revlfw of a cofnmn accepteif national procedure on Inquiry to detemlne 
fnjury.^^ Even though a national authority Blight carry out the Investi- . 
gatlon morti effectW^ly-, there should be agreemept that the national body 
foe Independent' of governmenti that all interests be given due consideration* 
and that the rational procedure of Inquiry be similar to that followed by 
t^e U.S. International Trade Connlsslon. In the event that the national 



^Jaclcson* or 
^rciallr. op, 



cit,. $58. 
cit,* 275, 



fliidin) of Ini^ry ws not fovwl acceptable fnternatfona11y» the safeguard - 
tnvoic1ft9 country imid then have to offer equivalent conpensatfon t3» or 
suffer corrtspondlng.retalfatfffn by» fts trading partners/'' If; honever, 
the finding U accepted» then trading partners would waive thefr right to 



/ 



compensation or .retaliation/. 

' Short of actually finding "serious 1njury»*^ a national body such 

^as the ITC could also find **Jnoderate injuiy' or injury In various degrees 

I 

short of **ser1cus^** Such a finding night be used to trigger an early warning 

system of adjustment assistance. If, as we shall eq)has1ze ^^1ow» adjustment 

assistance policies must toiplement the resort to market sa/eguards» tten 

the earlier ts the warning system the^better ^t Is In th^'sense of making / 

V V ... ^ / 
adjustment Mre efftetlve and mitigating the need for Invocation or perpetuation 

of the Mfket safeguard, i / 

(4) If natlCns would not agree to waive tjj^lr right to compensation or 

retal1at1on» as proposed In (3) above» they should at least agree that the 

Inyoklng countiy should not have to offer compensation In the fom of most^ 

favored-natlof^ concessions on selected products exported by the country adverse*^ 

1y affected fay the Invocation of Article XIX, It has been noted that when 

-^he emergency action Itself must conform to the HFN rule» ft will adversely 

\ ajffect a nunber of exporting countries each of which may demand or withdraw 

a concession on a different product. In most cases» the Imposslblliy of 

reaching a nutt^elly satisfactory settlement on the basis of rectproctty can 

be seen ex ante^ an<l the copntry In emergency will then seek some other safeguard 

measure outside of Article XIX,^^ 



^^umllr* oP^ clt^» 275- 
^humllr, op, cit,* 275, 
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JIf out obs«mr tat sildt *U It north nottt>9 th«t th« dOMtnant plact 



te'tlM NFN prlnctplt tn pottMr l^tfnwtloAal trade reUttons tended 
Ik mI^ mm even nere fre^lle and tukiject to the acctdents of Urgatnlng 
"itm ttajr Mil been before* fffH Is In fact a rea^y^mde Instnnent for setttng 
1««DUoit a ddwwiri tptral In^he procHs of bar9e1ntngt once nattons begtn to 

en advtnary ^tttire towrds one anether; for a dtspute -between two 
ceyntrtes 'Elicit one of them to wtthdraw a trade concession ortgtnally 
Mde at part of a oeneral bar^itn between then fs alMSt bound to tnfltct 
Mne Injury on the trading" Interests of other countrtes who happen to 
Mtporttrs of ihe promts affected. Assuntng that everyone ,1nststs on 
pvwtse .rectprocltyt there Is no end .to the sertes of consequent a<^ust- 
■•ntt that Miy have to be wde/*^ 

The nondtscrtplnatory basts of Article XIX may appear particularly 
tmqyttible to developing countrtes who are small suppliers or new entrants 
but are denied access to the safC9uard*1nvok1ng country's market even .though 
the safe9uard Was Initially Invoked because of Injury from another large 
dMlope^-toiwtry si^llen In most cases In i^lch Article XIX action has been 
taken by GATT iMberst only'a limited number of large suppliers were^responslble 
for Injurious'luwtst but all sources suffered frow tht)^H provision* 

For retaliatory suspenslonst the only contracting party Injured If the 
NFN clause Is not applied Is the party Invoking Article X13C. If the purpose 
of rttillatldA Is interpreted as punltlvet then the KFN claus^should be In- 



explicable for retaliatory Increases. Application of the HFN)c^use to re- 
tallatoiy increases also carries with It the danger of chain iWctlons of „ 
"ftirther tariff Increases by third countrles*^^ ■ \ 



^Andrew Shonfleld (edjt International Economic Relations of the Western terU 
19S^1971 (lg76)» ^ 

^hmHf op* cft.t 104-105* 

in 
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^ Tht iMnclplH of «o$t*f<vortd*nttfon trtatMnt and of r^cfprocftV 

simild tlwrtfort bt d«c^red to be without legUfmate functfon In tin regulUlf 

of Mfgtficy |wirt«ction>^ 

. (S) Tht wivtr of Uit NFH rult «nd recfpn>cUy does riot iran> hMtvtf* 

*■ '* - 

tlitt there should bem inttmatfoiii* discipline with respect to. the use of 

Arjtlcit XIX. On tN contnr/* ths principle of MuUlmerellty night be 

stmgthentd tfltlvot e MFK principle. "The pHnclple of nultlUterttlty ' 

WJl?l stMd for cOMMHi responsibilities* joint decisions and Internetlonel 

survt111anoe-*the continuous presence of a dtncemed forum In which a country 

can co^UIn and seek mediation for Its grievance against another country* or 

t¥en seek adjudication^ ..tExperlence .^suggests that this principle Is 

M)rt Inportent than nondlscrlmtnatfon pure and sliple %r ensuring that 

energenqy protection will be limited to real liiiSrgenciest ,»#here there would be 

a right to protect and no need to conpensate* and that the protective iwasuret 

will be eventually lifted^ The pi^matlc coursf would be to seek ways to 

conproilse with the Hffl principle without sacrificing muTtlUterallty,"^^, 

(6) The provision that under Article XIX a concession nay be suspefwMi 

wlthdrewnt or modified "to the extent and for such time as my be necessary to 

prevent or rcme^/* the Injuiy resulting. from thr^conctsslon has allowed tSe 

Invoking country' to mke emergency protection In essence penupenti A workinf 

party long ago stated that "action under Article XIX Is essentially of an 

tfaergency character and should b(t of limited duration... A government taklm 



^See also the s1m11ar> though more qu:i11f1ed position of Tuallrt op. cittt 
2M-26S; Shonfltid* op. clt.* 222-225. 

^STumllr, op. c1t*t 266* 
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ietfiii%i<tr Wt V^lcli should htip'tht position undtr rtv1«M tmJ bt prtptrtd 
W fMMidir tht Mtttr '4s soon u this stctlon Is no longtr rwttssiry to 
yrwmt or rn^y 4 urlout Ivijury/^^ 

MKt «f tiM UHff liKmW wdt iji»tfi>r Ani^^ 
.Jmmrmcii^f Mom of this article should thtrtfort also Involvt son* 
cawltM^, tnd o froctdu^» giving other countries an effective assurance of 
o OOfitliMilly grMfng access to the projected Mricet and of a foreseetble 
munX of tltejftrMt saftguiv^< This Is especially luportant for tOCs that 
•ft efkttHiiQ neir export mHeets. To this end* the right to Invoke the 
Article ntght be cofldUlomd ^ requtromnts.that (a) the protcctlMt afforded ^ 
ctar .the stfeg(Mird Meuire be degressive over a certain nunber of j^arSt and 
iirwinel within sow desisted tine perfod; (b) the Invoking country Is 
ohllgete^t to proaote adiuttnents that will reduce the dislocation cos?s; ind 
(c) tlw use of the safeguard Measures and the adjustnent efforts pust be 
open to lAyltllattrtl surveillance/^ 

If. the situation of "serious Injury** Is to be anellorstedt and dis- 
location costs reducedt goverments Must give special attention to adjitstaent 
glides. Otherwise Industries that prefer protectlonno a^UustMent will 
continue |he pressure' for retention of the market safeguard. 

It liust be eiikhislzedt ts Johnson has^^that "fror, the- standpoint of the 
•dvanced countr1es«.adjustiient asslsUnce ijnd safeguards against narket dis* 
^ruptlon need to be considered as conplcMentary and not as substitute policies^ 
Mjustpont tsslstance Is designed to Imirease the spe«d with which chaiige can 
be absorbed and digested^ safegutrds against marltet disruption are designed 



*rhe Contacting Psrtles to the ttn» Report on the lllthdraifl by_d>e 
thtlttdcStates of a Tirlff Concession under Article XIX of the CATT fl«t)> 

^^Cf. TuMlIrt op. cit., m 
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to slOM down the spted of the change that has to be absorbed and digested.' 
fiptiniM policy utth respect to change associated with, shifting conparatlve 
adv«iYU9C In response to the developnent and diffusion of technology requii»es 
Joint opt1it1t«t1on n^th respect to bdth^'types of policy* not prior choice of 
OAft line Or other of policy and subsequent optlitUation tilth respect to It 
alone. Both policies also require drawing a fine l^ne between optimal pacing 
Of change and piptectlonlst resistance to change* a line lAlch Is probably 
significantly easier to^draw and maintain where the two policies are^ considered 
Jointly than lAen the full weight of responsibility for controlling the rate 
of changefand absorption of It Is placed on one type 0/ policy only."^^ * 

The a<Uustmcnt assistance must ensure adjustment out of th^e Industry 
that Is losing Its comparative advantage: It cannot merely perpetuate the 
retention of Inefficient resources In the depressed Industry. It iHJSt either 
t^ixmte measures to Increase productivity or stimulate an exodus of factors 
from the Industry. Ho matter what their particular form* adjustment measures 
must avoid trade- distorting effects: an Inefficient adjustment^asslstance 
measure has.no more merit than does an iTteffHclent V£R or tariff or QR. 

Not only should assistance facilitate the conversion. of resources to 
higher productivity usesi but It should do so as early as possible. Instead 
of'del^lng an Investigation and an adjustment assistance program until 
"serious Injury has been determlnedt It may be more sensible to shift to an 
'early warning* approach that makes It possible both to anticipate probable 
difficulties and to deal with these at an earlier stage. In essence* the 
probltfi Is to devise an anticipatory* Eon^rehensl ve approach that wIlT be 



^H. G.' Johnson^ "Technological Change and Conqsaratlve Advantage: An Advanced 
Country's Viewpoint/ 9 Journal of World Trade Law 13. 
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^^iMMm Willi fSm diifiilhg cl^nct«r*of tht Inttmitlofitl division of libor 

ftc111tarU .tlw w wwint^rttourctt In tlit dIrMtlon of wore efficient 
| » Hn ntl twl m«M« «114ctt4te/ T1i5t ^v^Im of <11tloat|on will becone 



,M, titt tiM 1^ edJut^Mnt^horterv^t technology ft diffused 

\ Minf^Vtpl^ly. to tlit tOCs* trtntmtlonil oorperitlont expand* the developing 
c— itr lt< icciltrmtt tlieir 1f»dustrtt1latlon process* and these countries 
•c^wir* ft wider ceapintlvt adventage In the Ml1*standard1zed> labor-Intensive^ 
MNrfteturlng induttritt that irtll becont Increislngly competitive with the 
^ tl^er 1tbor^1irtti»1ve» la^rt^stnsftlve industries of the More developed 

The lAcantlvfs for adjustment assistance will be mrt effective^ If 
' ttltft ^ |>rav1tfons for rtUllttlon or additional and proportionately larger 
Otftc ti i^owt after certain t1«e periods If the safeguards are not renoved or 
; If tIte protection is sharply degressive over a fairly short periods 
f countries wuld agree to use production subsidies rather than tariffs or 
^iiotat for protictlont and if persuasive methods of lultllateral surveillance 
etn bi\1nstittite<ir - 

Procedural arransownts are as Important as substantive niles^ 
The objective should be to establish meaningful standards that are fomnd by 
a" national detenalnatlon process bound by the observance of certain commki* 
Internationally accepted principles^ Two necessary principles should be 
«plMit1zed: (f) that the determination of conditions on which the executive Is 
callod to take action be entrusted to'^ statutory bocty whose term of office 



Heler* Problems of Trade^Hcy> (1973)^ 170*178- 
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not be cMxtcftsfvt wUh thit of tht exfcutlve* 
A prt11«ffiary inmtfgitlofi ty Us o«m spcc1*1fzed p«rsonne]t\th1s iMKiv.^fwi^^ 
hoH )Mib1fc hHHngs fn nhich ill Intemted partfes* fncludfng^lht fortign 
film* could be rtfHnesMti4 ind mt only pmscnt their vfew but i^\so cross* 
txMHnt^Mch othtr wiihfn an ad^rsary prccedure,^ 

It would SMM 109lca1 thit the fnvokfn^ party should be r«qufr 
fffrMfd wUh tht burdon of prodf of "serious fnjury/ In practice* 
tht fnyokff»9 P^rty has had «isy acctss to Artfcit XIX* and tht burden of pr 
iuis been placed on the complainant agafnst'tht suspension of a conetssfon. 
In tht U,$, wlthdrinal case (Hatters* Fur case)* for exanpU* the uorfcfng party 
held that the Invoking party (U.$ J was "entitled to tht benefit of any retsoft* 
able doubt" and that the complainant (Czechoslovakia) "has failed to establish 
that no serious Injury has been sustained or tKr^atenedv "^^ This has Mde It 
difficult to maintain tht substantive requirements with respect to causation 
of "Iniury'' htuS it has wade access to Article XIX freer than It should be. 
Tills procedural rule should be revised. 

Procedures to establish nxjltllateral surveillance imist also be Intro* 

V- 

duced. In the majority of cases* there has been no prior consultation before 
"invocation of Article XIX, And In the future* In conformity with thg po^l^ 
guidelines outlined above* there will have to be procedures for inultllateral 
surveillance of the Impact of safeguards and the adjustment policies. 

Finally* 1^ should b"e a pr^me objective of the HTN to bring existing 
Illegal restrictions Into conformity with the revised rules* and to ensure 
that In the future resort to market safeguards will be within the intematiorelly 
accepted principles of the GATT, 



S^mllr* op, cit,* 275, 

^^Hatters* Fur Case* supra note 7 at 23, See also, 0am* op, cit,* 102*103; 
Jackson, op. cit,* 562-5^3* 

* ♦.^ 
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- Wfflc^lt ti tilt iM«»t1ttfn9 proctss Miyibt to achieve this obJectfve» 
m «df tite iM ll«pt tilt pftctilifits of tikt GATT Aiit1*tHiRp1r»0 Q>dc tnd 



I. lit lull 



.Ite iMtrnt^OMl Ttxtllts ArrtKgtMt.^ Hioy of tht proctdunl pHncfplcs 

g^ i>ptiHy-tl>t sffMttHts'to tilt Aiit1*DMpln9 Codt febid tiso bt tpprof^rttte 
I . . ' * 

^^^flir ufimhAr^ pro cf ^lny^ Tht Inttrntloml Textllts Arnngctifit Is tTso 

^ iMtmtll^ In Itt Vmlsloits for t wrt txptlcit dtfln^^^ V 

4lsn9t1tfi bitfd im thi txisttnct of strlous drngt tnd the tssfssntnt of ^ 

CtrUln fetors; tht pliuin) out or kHrlnglnd Into confomlty with tht ITA 

fmrlslOM tht txlstln) blltttrti rtstnint tgrMAtnts or unllattrt' ^uantl*^ 

tttivtrtttHctlOBi; rtco9n1t1on of the Mtd for preftrentW trntment In rtsp«ct 

im 4ltruptly« li^rts fnm devtloplng^coimtrlts jn ttm of mrt ftvortblt 

test ImU tAd gronth^ratts* sptcltl conslderttlon for imports of cottott 

^ ttxtlltft tnd>(ctul1o(^ frot rtstnlnts of htndloon and traditional hfindlcraft 

tixtllfft ^n anmul «fn1ffw growth factor In restraint let^els; and the creation 

I of ti>t Ttxt11t» Surveillance to supervise Ipnplementatlon of the accord 

•lid to iMkt recoMenditipns on the adulsslblllty of restrictions linposed.S^ 

(8) It Wild a]so be^ desirable If the KTN could ddopt a cofl^rthenslve 

vt«M of saft^uards a;>d focus cm all measures Instead ^f only Article XIX^ 

It Is ftssetitlal that safeguard masures be bought under the multilateral 

turvelllance of the GATT In order to reverse the recent proliferation of VERs 



^Air ffin^ on tht iiPTtiientatlon of Article VI of the GATT, for reports of . 
thi coMtttt cm Aiit1*Duip1ng Practices* see^lSD 17* 1B» 19 and 20th, 
S^ltvtnts^ Arranotfwnt gefltrdlnfl Intematlonat Ttade In Textiles > GATT/ 
1974-2, , ^ 

%dr tht view thtt the ITA Is a striking livtovatlon In the field of lii^ort 
Mftfuanli and clearly proyides a mdel for the safeguard amngettnts that 
«ty torn out of the KTfft see A* ^* Sama* **Safe3uards Against Market Olsniptlon^ 
The Canadian V1»f/ 10 Journal of Mtarld Trade Uw . 359-360* 369-370. 
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M Qfts. As tht 0€CO*s fttpofi corrludedt th« VERs art "oTten of a 
dffcHiriitttonf future" and are an iM^uate Mfy of dealfr^g wtth dffflcul- 
tf«t fn ptrtfculir stctors. Th« Rtport\recOMnended ,that they should l>e 

np^lMed br iiviwed saftfuards operated within an agreed multilateral 

I 

frmtmrk. The existing sityttion^ls unsatisfactory since it Is "ch*rac- 
^terised ^ an absence of intemitiorMi discipline^ leaving countries free 
to introduce a wide variety of safeguard measures.*' 

Trm the viewpoint of the future interests of LOtst it Is esp^lally ' 
iMporUnt*that there be an effort to multllateralize and control the process 
wherety VERs are iipposed. Fort Just as originally with textilest there is 
cortllderable potential^for mrket penetration by. LDCs In other manufactured and 
sa«i*»inufactured comaodities. 

(S) This last consideration brings us to 'the question iwiplicit through- 
out this papert and that should now be examined directly: is there a case for 
special and differential treatment for LDCs in the application of iparket safe* . 
guards? Mile advocating financial compensation only for LOCSt Bhagwatl 
devotes only one short paragraph in Justification of such differential treat* 
ment* merely states that ^'Thfy (LDCs ) are* after allt the countries which 
have been seriously affected by the textiles restrictions ^and by V£Rs 
furthert there is^greater wllllngnesst as part of the new international economic^ 
ordert to grant LDCs reasonable acconnodation framing new ruVes regarding, 
their trade. Itoreovert the flow of funds to be so generated are iFar more likely 
to be significantt relative to their needSt fc^l* LDCs than for DCs. Finallyt 
discriminatory adjustment of trade rulest in favor of LDCSt is we11-«ibedded , 
in fflfn refomt as in the enactment of Article XXI U for then at GAH.**^^ 



^OCCDt Pt^Ucv P#rtnpct1vec for International Trade and Economic tolations, Report 

by the High Level Group oriTrade and Related Problems {lg72}t 82:* See also 
Cunonr op., cit.t 274*278*^ ' ' ' 

SSfihagwatlt "Harket Disruption.. " 009. ' " ^ 
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ll|#it nt iiot $#y ■DftT,JFf» t itfiit of dlitHbo^lvt Justice or rtdfi- 
trlNitlvt Mtlct* ont ni^t i^inUIn Unt llit pobrtr ptrty should not b« 
wtM t* sttdd ft IMS uhlcH m rlcKcr ptrtx could st^nd b<tt«r; In4ct<l> It 

'tat %tm MMtM thit ""tht iftoi of iMd ^5 4 bisis for «ntft1«Mtr Is 
Mitrmi fiittirt of tht tmUmr^r^ Inttmttfcmtl Iw of 4evilop«ifit/ Hhen 
m rtf1«ct M 1t> It MOf »Mi txtrtofdffiiry ^ htv€ com to 4cc^t ft 

^IM ftr-raidilfig lupllcttfoiis niy fittcnd* C«n we reconcile (ttt<f 4s t bisIs 
of entftleMt nith otlitr/uAdM«nt«l legtl prirvclple^s such 4s ftqutllty iimg 
sUtet or ttktir JStibll^hcd risHts? Hon ctri need fit into the stfll Prev4ll1n9 

^COftefptlon of e Mrld Mritt ecOfKMqr bisid on principles ^T^tgpiratlve idvintege 
end fioiHliscrliitnitoqf ^ede? He htve in feet elreedSir experienced the conflicts 
end diieMs nhioh these^generel questions suggest* It 1^ deer enougti that in " 
trfliting need es e besis of entUlepMnt sutes have to diverge fro» other 
IHrlflclplet. /Ifld to e consl^nble extent* thet Is exectlj^rftet Is being done. 
The present ntlonale for Intemetlonal ^sslstence and preiferentlel treeteeot 
on the basis of need is mtt In keeping ^th the premises of the >odem mI- 
l^^stete-'that 1s> to Provide for t)ie mfnlAtl tnjmen needs of the mst dls^^^ 
a4wnia9ed segments of society* For this reason* It does not seen so Utopian 
or so revolutionary as the abstract fomulatlon may suggest. Yet we should not 
untfirestlpate Its Impact In International affa1ri>^ 

Althoogh most International letters wuld consider It too revolutlonery to 
uphold a doctrine that ''needs are rights"* mto^ might nonetheless recognize 
the Inepproprlateness of fomal equal\ty and reciprocity as governing principles 
of the relations between OCs and LOCs on the basis of an attcopt to counter- 
balance twisting 1ne<)ua11t1es* This principle has been variously teraed the 

\ . 

^car Schachter* "The Evolving International Law of Develope^nt*" 15 
Coiiabla Journal of Transnational Uw t 10, 
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^^mm" pHiKl^lt*^ tht principle of ;th« dtHible stimUrdi"^ or tht 
>H«ciPitof "ctpibtllty,"^ ^ ^ 

« Or WMiy tMt to tht rwllty of d1scrfii1ntt1on« and recognize special 
tmtwt for tht LOC$ on tht basis that law nust accurately rtfltct cowunlty 
«>9tcatlMs« rather than consist of t mtr% sUtcwent of often unheKed rultt* 
the tftdltlofial rules thtfi mi longer represent an accurate stat«mt of law.^- 

Jb»thcr reason for special and differential treitnefit for IDCs Is that 
in rtturfi fi»r Ji9fov#d access for their exports In advanced country M^ts« 
tht LOCs iright coHilt thvtselves to refrain froM organizing coanodlty pirkets 
with pHct*ft1slng objectim and in19ht guarantee stable supplies of priwiry 
c owtfditlts. Both LDCs and DCs my gi1n« In the negotiating process* If thi 
Issue of Mrtttt access for LDCs t'cre linked with t])e Issue of supply access to* 

prlaery coiMOditles fbr DCs.^^ This linkage Is Itplled In the negotiating 

62* 

ohJectlves sUted In the Trade Act of ig74, 

i.|ht lifileM^atlon of special and differfitlal treatnent for IVCs vlth 
respect to aiaHcet safeguards can be acconpllsheij In several wnys. First* If 



V A, ^•iSi!*^!* "IntfTO't^^wIA*** '^^^^ Hbrldi" 50 Virginia Uyt 



^'lernard V* (tol1ng> TntematlonaT Law In an Expanded liarld (1960)# 83ff, 

UvitH, 782-S23. at Sllff (1964}. 

Letiellt "The Relevance of International Law to the DevelopMnt Process*" 
60 terlcan Society of International Law Proctgedlngs 1-8* at 4-8 (1966). 

;^^m $, ttcDougalt "Som Basic Theoretical Concepts about International Lav; 
A Pol1cy*0r1ented FraMWork of Inquiry*" Journal of Conflict Resolution *^ 
(1960)t 337* 

^^Set Aobert H. Stem* "The Accoanodatlon of Interests Between E^eloped and 
. Uevftloping Countries*" 10 Journal of World Trade Law . 417-419* 

'^^Set Tnde Act of lg74, sec, 108, ste* 12l(a)2* md sec* 12l(a} 7, 
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tilt pn clttttt 'ls rOTovedt the Invocation of Artlclt XIX need not penalize 
"^.^mlo^lRfr countHes not i^ponslble for the cause of the action In the'smtp 

«aar i5't)it offSwdftHI cotrntiy vil^t be a developed country. Htken the 
^ Mjor tisrvptlon Is cetistd by an ldC> it my clalR differential tr^tment. A 
" iiATt CMrittte on Tnde and DevelopMtnt proposed In a 1972 report that» In 
ttm 1l9*»t^f Part IV and especially Article XXXVIU luports frcm developing 
-own tries should be ex«ipttd «^ escape clause action permitted by Article 
, XIJC i«as Ulctn*^^ 

Alternatively* mare favorable treatment can be given to LOCs by con/* 
ffdtrln^t as Is done In the It tUe Arrangement* the Interests of the exporting 
country* especially In regard to Its stage of development* In questions of 
«»l^t dfsruptfon^ 8ha9Hit1*4^pi()osat for financial conipensatlon Is the extr^ 
virslon of favorable treatment. It Is (unfortunately) unrealistic to Jielleve 
ihit It fMid be adopted In the m. 

It Is of Interest that as early as 1961 an Urvguay-Prazll Plan wuld 
have provided LOCs financial compensation for violations, of the General Agreement 

At 

hy tCs* Htny objections* however* were lodged against this financial^ 
liability proposals A repoH of the Ad Hoc Connlttee on Legal Anendments 
stated that ^ financial compensation plan was not only >*an entirely new concept," i 
but was also^sikvject to tte practical objections: '*that It would be Impossible 
to evaluate^he loss Incurred by a contracting party In Its export opportunities 
In money terms or to work out an appropriate level of financial compensation 
In e^cb case; that although a countiy might be affluent and capabTe of making 
cashjui^nts* ai^y requlronent on It to assurae such an obligation would seem to 



%I$D IBS/68 (paras. 19-20 of Document L/3625. Sec also* BISD 19th SuppK 
(mrch 1973) 30. 

y 

•*Se# ft eport.of the Ad Hoc Group on Legal /bnendm^nts to the General Agreement * 
repfTnted In ''Expansion of Trade of the Developing Countries*" Oecee4>er 1966 
(HImeograpKed lyocument) 112* 119. 
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r«qu1r€ matt authority than a mere finding by a panel of experts; that even 
If the assessment qtiestlon couid be solved, the problem of enforcfng the 
ptywcnts of such an assessment would remain; that It was Inconceivable that 
nitlcOal legislatures %nu1d be willing to vote budgetary provisions for this 
purpose; that U was unreasonable to expect that a sovereign cotmtry would 
agree to be fined for Its actions that it was difficult to'see how a fine could 
be invosed on ^Mutually satisfactory tenns' aryd that the most effective redress 
night be the removal of the tneasure complained of rather than some form of 
cofpensatlon*;**^^ 

In the present state of world organlza^lont it Is probably even 1es£ - 
realistic than It was lit 1961 to believe that nations would subctU to 
financial liability by the Judgment of an international dlspute^settlement 
tribunal based on an adjudicatory approach to safeguard measures. 

Short of thist howevert countries might still give differential treat* 
ment tt toC^ within. the restrictions they adopt. Thus» In order not to penalize 
"the competitively weak and struggling developing countries," Tumllr has 
proposed that "It would be both equitable and efflcleiit with respect to the 
purpose of the safeguard clause If It contained a general exemption* providing 
that emergency protection measures would not be applied ^o Imports from 
countries whose export of the product In question towards the country Invoking 
the clause has been growlng-^for a given ntmiber of recent years^^at le^ss than 
the average rate of growth of total imports of the product causing disruption. 
To take the Interest of new exporters Into account, the Exemption could perhaps 



^^Ibld., 115. See a1so» 0am* op. cit.t 368-369. 
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W cMtoln an addUlonal criterion^ accortffng to which thc.c1ausL« could be 

^Miolued oftly tgtlnst countries wboso export of the proiiKt in question 

QMrdftht country Invoking the clause exc^ded a certain absolute anount 

fn volui* or ^lue*"** 

If a coimtry Invokes Article XIX limits trade over a certain period 

ha^ a or tariff quoUt It might still favor LDCs^^^vldlng a more 

fJtvorable scile^ Instead of every country expanding exports to the lidportlng 

ccHintry fay 5X per annumt for exanplet the rate should be graduated according 

to Mffcet penttntlon. Thust an LDC could be granted unlimited expansion 

as long as It has ^less thaa^U of the markets The growth rate might then 

b* made to decline towardt say. ^% as the share of the market rose to* say* 

S%* Fyrthert each LDC might be allowed to Increase Its exports to each DC 

^ by a ttlnlwm percentage (s^yt 10^) even thoogh the share^of-natket formulation 

67 

Muld call for a slower rate of export growths 

There ar« other wtys that the UDCs can be favored b^ond a refonried 
Article XIX* A)l preference-giving countr|les now combine their preference 
systems with some safeguard mechanism either taking the form of limitation 
formulas (££C, U^s^t and Japan) or the form of escape clause measures* These 
IWUtlons might be relaxed* if Article XIX were revised In conformity with 



^Urtlrt OP* cit*. 268* 

^^see H* filersch {ed*)t The Intematlonfll Division of Labor . (ig75)t 145- 
146* . ^ 
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tbt |>rect^1t>g suggestions, there would l>e less need to declare products 
Ineligible for preferences and a olfferent basis for invoking liuiititions 
Of) prefei%nce*rece1ving countries. 

The Urlff provisions for offshore asseiiily* such as in the U.S. tariff 
^ Item 806.30 end dO7.0O» also favor Imports from the LOCs. The i^lder the use 
of tariffs that ar? levied only on the foreign value-added or assembly cost, 
the lore >iin It favor the fiRportatlon of semi-manufactures and manufactures 
fnw LDCs*^^ 

Mirhet access for the LOCs can also be extended by reducing the degree 
of escalaJclon in tariff rates in the structure of tariff differentials so 
that the LOCs might realize more of a competitive advantage in the processing 
of their priMi7 .products^ The effective rates of protection are especially 
high on many products that are of potential export jsi^nificance to the LOCs^ 

Finally, we are left with the ultimate question of what should be the 
dlspOte-settleffifl^^mechanlsm that will In the last resort act ^ define and 
deficit the scope of all the substantive provisions for uiarket safeguaj^s^ 
Article XXni has been the key provision for dlspute^settletnent^ Uttether 
this Article sfkiuld be revised Is not, however* a questiof) peculiar to the 
problem of inarhet safeguards* but is cocnton to all disputes under the General 
Agreementv We have* however* attempted to furnish an analytical framework 

0+5+ Trade Act removes preferences whenever the beneficiary country 
has supplied percent by value or more than $25 million of the particular 
item during any calendar year^ In addition* a domestic Industry 
aid under the escape clause provision (section 201} of the Trade Act. For 
6SP eligibility* see the Federal Register. October 25, 1975. 

^%ee J* H* Finger* "Tariff Provisions for Offshore Assembly and the Exports- 
of Oeveloping Countries*" Economic Journal (June 1975), 355-371. , 
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tfid potential standards that might be useful In devising admlnlstrable rules 
that Mill allow reasonabU use of Article XIX while protecting lOCs against 
_Jha1r excessive use. This may contribute to the general objective of depolltlcliing 
issuts of trade policy as much as prsqtlqable by legally p^pescrlbed procedures 
that establish obligations far International economic conduct. 
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A CMMfit On ^rlld He1er*s 
"TIM Saftgutrd Ntjotlitlons And The Developln^i^Mfitrles** 

Irving B, KraiKis 
University of Pennsylvania 

' As'ls cl«r fix* Professor Meier's cowprehensfve r«v1ew« thert are 
tm broid utc90r1cs of approftclut's that can be followed to favor the 
Interests of developing countries In connection with the use of s«fe9uard 
delists ior the u.S^ and other developed countries, OnB Is to design broad 
irrtfkQMents that discourage or limit the application of safeguard cliuses 
fay the developed countries altogether^ The other Is to provide for the 
adKfnIstntlon of ihe Sife9uards> once Invoked* In ways that javor the 
dtvelopin? countries^ One may hazard the guess that potential trade gains 
for tht. developing countries from minimizing the use of safe9uards are greater 
than those fnm a, differential adnlnlstratlon of safesuards. 

The facts of life are that all countries* developing and developed 
countries^ put their domestic Interests ahead of ai\y 1 Urnatlonal commltnents 
or Intermtlonal obligations with respect to trade. The problem Is not there- 
fore to find ways to draft the clauses so as to restrict the field of their 
application. That would be easy to do through means such as the establishment 
of fwre specific criteria for Invocatlon.and the provlsfon of nultllateral 
controls over Invocation, This path shoild be followed as far as countries 
prove willing to 90 down 1t> but sight should not be Icsit qf the fact that ' 
safeguard clauses fulfill a basic function In encouragin^ountrles to enter 
into trade coRmltments vhlch .they otherwise would eschew. When it turns out 
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Hut a country h*s wtderMtlmated the need for escape clausest It will violate 
iU tnterMtlOMl obll^etlons if <n iMporUnt enough <kM«stlc interest Is 
liMlvtd. Tft tt»f^TT coAtextt the United States Itself set the pattern when 
.U btfi^ v)oUt1ng tlie obligations almst before the Ink inm the signatures 
to the cgrMMnt wts dry Imposing restrictions on dairy products in the 
itriy postMr yetrs^ Of courset countries will not generally sign economic ^ 
lye mn ts which they kfiow in 'advance th«y will have to violatet and given 
the i^rtl pttorlty of doMStIc Interests much progress towards more restrictive 
Hc«ft cUufos seem doubtful * 

The fkope of mlnlinlzlng developed country use of escape clauses Hes 
In seeking cIrctiMUncts in i^lch the countries wHKbe less tempted to 
itft then^ One vlUI factor Is the buoyancy of the econoiso^. The lack of 
buoyancy in the Anertcan econoiny and in the trade sector led to the drastic 
changes In currenpy arrangements In 1971. In an expanding econoo^y. It 1^ 
easier for flnns. an<l workers to find alternative products and eniploymentSt 
and l^kort restriction Is less likely to be viewed as an essential solution 
to co«|Xt1t1ve difficulties. Economic expansion wast for examplet a key 
Ingredient In the relatively painless elimination of trade barriers among 
the six original Connon Kirket cotintHes In less than a decade. Of cotirset 
the prescription of a buoyant econo^ Is like an Injtjnctlon to virtue; 
prosperous economic conditions are to be desired on nmch broader grounds than 
tr«A policies. Neverthelesst It Is worth reminding ourselves of the connection 
because'lt seems unlikely that any trade arrangements will long withstand 
^r^ssed economic conditions In major Industrial countries, the fact that 



SMifigs in the trtde btUfkce c<n be Urge In their short run expansionary or 

COfitrtctl0Mi7 Ip^ct Is nore likely to Invite efforts to control the balance 

If the ccoiKMy Is In the doldruis and In need of stliulatlon^ 

. A Mrt trade oriented consideration affecting a developed country's 

\ttndeficy to Invoke esctpe clauses resides In the perception In the country 

of the costs of escape action^ The Min practical limit on each country^s. 

use of safeguard clauses to protect particular domestic Interests Is the 

realization tUt^ol^her dotnestlc Interests will be adversely affected 

iMMdlately through retaliation or less directly through the stimulus tx>w 

i more general use of escape clauses by other countries^ The main path to 

1nh1b1tln9 the use of safeguards Is to raise the perception of these costs 

In tach d^eloped country^ H^re stress should be i^laced by the U^S^ 

authorities on the "balance of benefits" principle of GATT In domestic 

discussions of coimierclat policy so that It Is more widely appreciated that 

jobs saved by 1if)ort restriction are very IlkeTy to be lost elsewhere In the 

system^ The provisions of GATT Itself should be studied to detemlne 

whether there are changes that wutd Increase the costs of escape action and 

I 

the public perception of those costs that developed countries would be willing 
to actept^ One suggestion ^along these lines Is made below In connKtlon with 
1«port quotas^ 

Befhre leaving this subject of the general Impact of safeguard clausest 
It wy be worth ccnmentlng on Professor He1er*s Interesting Idea of balancing 
the marginal social cost of import restriction against the marginal social 

1 

For the U.S.t recent swings In the trade balance have been large relative to 
the stimulatory package proposed by the Carter Administration. On Census 
definitions, the conmodlty trade balance shifted from -}K7 billions In 1974 to 
ftlKS billions In 1975. In national accounts tennst net exports of goods and 
services rose fnJm +'7.: billions In 1974 to fJ20*5 billions In >W5* ( Survey 
of Current Business , itcenber 1976 J 

i 
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4lM9t ciuttd by l^iorts^ Froit the U<n(H>o1nt of general eqtilllbrlumi 
mtrjktfons <m 1i^>0rU to tllcm for external diseconomies (costs of^dislocatlon) 

create ncir <i1stortf ons unless coiTcspondfng balancing i#as made of costs 
end b«fitf1t$ issocUted with economic changes stenning fro!n otiier sources 
(tftctmoloiD^* tistes* etch 

The other «pproach ta furthering the Interests of developing countries 
In tODnectlOA with safeguard clauses turns on the administration of the 
clauses In ^s that discriminate In favor of the developing countries. 
Ptriwps the one with most practical promise relates to the'a<k1n1stratl0fi 
of Import quotasi one of the piost common devices used ivhon safeguard clauses 
are applied. The suggestion Is that developing countries be given more generous 
quotas tl^n the developed countries. Hhen> as Is often the case* the Import quota 
provide for gradual expansion through time* there maiy be greater opportunl^ 
to favor the developing countries without Impinging upon trade volunes that 
developed suppliers already enJoy^ 

There are* however* two loaln objections to a differential administration 
of quotas In favor of developing countries. For one* efffclency criteria 
^are not satisfied. Access to the protected narket Is by administrative flat 
rather than^on the basis of price and costs. False encouragement may be 
given to an expansion of production in a quota receiving developing country . 
that could not be sustained In the event 9f removal of quotas. Secondly* 
the search for equity among various developing countries leads to complex'' 
arrangements In the administration of the quotas* as Is Illustrated by the 
reco«mndat1ons of Hurray and Valter in the paper prepared for this conference* 





Tl>fst consldtfutlons lMd>fr the suggestion that th^ .quotas ought to 
N auctloMd off> wtth the proceeds put fn a ttultflaterally a^nlstered Um 
Iff) aid fmi* Thtrt has been roiiarkably little attention paid In dlscu^sloni 
of 'cwMfClal policy gemral and «afeguirds In particular* to ^ mmpo}jf 
profits involved In quota?* The-pv^f1t£ ar1se>^f course* Imause those who 
art iMarded the right to share In the restricted volume of sales of the 
- safeguarding country are able to capture the difference between the world ^ 
price and the country's protected dOMsllc prfce^ IirtfiTca^of the,so*ca11i 
"voluntary* export Hstrailnts* the* government. of che Impacted exporters |^ * 
allowed to distribute ^the quotas and the monopoly profits to Its exporters^ 
This* 1nc1<*entally* Is a fon/of bribe to exporters, a topic irfilch flnds^ . 
ItV place In Profess^pr Meier's paper^ Hurray and Walter report that active 
Mirkets for ''export licenses'* liave sonetlnes appeared In several Asian 
countries In connection wlth^exports to the U.S. u^der the long*term textile 
agreeiaei^t^ 

Auctioning off quotas has the following advantages over distributing 
then In some differential way that favors developing countries; 

K Th«fexpbns1on of production In developing coun^Hes would not be 
distorted by the changing safeguard actions of developed^xoun tries; 

2r Tlje aid equivaUnt of the^proflts from the differential allocation, 
of quotas could be directed to countries and purposes In a more rational way 
than If distributed In the accidental way Incident to quota allocations by 
developed countries. 
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3^ The rtvtmies produced by the auctlcm of quotas wuld Uk^ expllcitt 
In the quot4*1iipbs1ng counttyt at least cme p<rt of the cost of restHctlont 
<nd thtrefcy strtngthtn the htiMls of^those opposing restriction. 

4^ Adkilnlstrttlve problens m ninlmlzed. Not only Is there no need 
to seek equlUbte amngdnents for the allocation of the qtxoUs but rules of 
origin {to prevent transhipments through favored developing countries) become 
, unnecessary^ 

The auction Idea can be embroidered so as to favor bld^ by producers 
Jn developing countries if it Is thought that their lade of experience In 
such natters would place them at a ct^npetltlve disadvantaget but traveling 
very fir along' this road reintroduces the a<ftn1n1strat1ve problems referred 
to above/ It wuld probably be preferable for some International body to 
provide technical assistance to developing countries In the bidding process. 

From an economic standjpolntt the auction approach has strong and even 
compelling advantages over the a<bn1n1strat1ve distribution of quotas. These 
advantages are the greater the longer the prospective duration of the restrictions. 
It is true that only temporary derogations In the form of Qfts are contemplated 
In many contextSt but as a practical matter th^ are likely to have a greater 
longevity In developed country Industries troubled by long-run employment 
problems like textiles. In these Instances^ greater weight has to be placed, 
on the rational location of production^ even as among different developing 
countrlest and the auction systen holds greater pnxnlse on this score^ The 
Idea Itselft auctioning quotast has been around a }of^ tlme^ It should be 
taken outt dusted off and examined In the context of current commercial pollcyt 
particularly In the light of the Interest In favoring developing countries^ 
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A COMint Oft GertTd M* Hefer's 
'*Tbt Sifftguird tfefotlttlofis And The (tevtloping Countries" 

Lurrtnce Knust 

Brookfngs Instftutfon 

fitnld Heltr hts trftten ^ vtiy curfous p«per tn succession he hts 
domed the htt of • UtQW» theoretical welfare economist and a ^Htlcal 
«c«<kOttl.st (vlien he Is at his best). Unfortunately* he did iwt atteiv>t the 
roTe of i polUfcal scientist, tf he had, he mlsht have avoided the error 
of txtrt»e nalvetCt X refer to pase 135 with respect to revising GATT 
Article XIX where Neler advocates that 'Some type of International coMUlttlOfi 
or pintl of. experts should be responsible for a review of a comn accepted 
MtlonaT prece^re of Inquiry to determine Injury.'* Without st4t1n$ who 
WKild appoint and thereby contrpi the experts, the suggestion \t uorte 
than vacuous* It Is danserous. As we becotne Mre aware (to our sorrow) 
that corruption Is More the rule than the exception In dealings between ' 
indlvldueTs within govenwents and outsiders In M^y parts of the world* 
we Must recognize that no honest person would accept appolntinent to swh 
a panel nor stty honest If appolntedt 

Before discussing the substance In the paper* 1 would like to 'point 
out what I contlcfer to be a serious error of omisslont Nefek chose not 
to discuss the Issues raised by the GSf with respect to safeguards and 
Mrket disruptions. Since jmports covered by the GSP are most 1-lkely 
to be the ones causing lixjury and raarket disruption and since safeguards 
designed to (feal with the probTen must be special and (differential toward 
developing countries* the exclusion Is veiy unfortunate. 
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Vmfint qmtion I i«ti1d -1iJie to raise coirctms the seriousness of 
i c ay tTtiW tctlofis taJitn by countries mtdtf fiatlonal lait and then Justl- 
fiU i^Utr Artlcli XtX of tht Wl. Htltr notfs that the article has 
jbmi imk^ SI tlM« tfurtn) 1M7*v70t Mlnfy after 1960 (42 cases). What 

>tor«ts«s m it horn fmt ctsts thtrt are glvtn tht thousands of tariff 
coKMslMs ntftotlattd imder GATT*. £ven thouj^ the rescinding of con* 
cttslMit htvt bttn ptmantnt rather than tcafioraryt tht record Is renarkably 
9D0d. \pC txfwrt^ ftiy have Imh involved in a disproportionate number of 
earn as tsttated by ShagMti* but the trade restraints are trivial as 
io^ptrtd '|o tht rtstrictlons not under Article XIX such as the International 
textile ajrtltnt. Article XIX cases are minor probloos In world trade and 

.slwld bt tfMttd accordingly^ 

Stcofidly* Heier qw)tes R, £, hudec* t think approvingly, to the effect 
thtt 1 legal spirit to gaH affairs Is desirable and that the antl-legal 
attitudes thtt have developed should be reversed. To this end, Heler 
rtowends a revision of Article XIX, With respect to GATT legalisats* I 
could not disagree more. GATT legalisms can push countries Into taJiIng 
inefficient economic measures when ante efficient ones are possible^ require 
endless legal efforts to create distinctions wtiere none exist* and are the 
uUlmate victory of fom over substance. If someone were to call me a GATT 
litQKr, 1 would take him to court fDr slander. The GATT Is a political 
d^untnt stating intentions and setting up procedures ami should not be 
considered a legal contract establishing property rights. When a country . 
finds that it has an overwhelming need to restrain trade* wtiether It be for 
a single product or mre generally* then It will godhead regardless of 
legalisms. Inteniatlonal recriminations based on narrow legalismswill only 
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ovtrlMd I co«rttry*s politics aM eiWtttr fnUmtfonal r«Ut1ons* It is 
MCh bitter to fact such situitlons vUh political retllsi and with fltxlbllfty 
so as to ittpport mponslblt tlOMnts trithin the offtnding country so as to 
fllnlAlzt tht divigt to wrld trtdt^ Th« role of GATT agrciHttnts should b* to 
rtlic nitloital throsholds so that f«r problens qualify as ovorwhclnlngly 
ntt^y^ This will occur to tht txttAt that GATT cotiftclU are recognized as 
fonm far MiltlfMtlonal discussion And negotiations and not a court of Iim^ 

niltr concltKlcs his analysis of Article XIX by recooMndlng that It be 
rtir1sad« fftille I wuld not object to sone revision* I would not assign a 
high priority to it and I cerultily tfould not endorse Most of He1er*s specific 
suggestions^ Miler suggests that the definition of Injury should be clarified ' 
so that It not apply when ln^rts rise only relative to dooastlc production and 
itot absolutely^ In my view* the definition of InJuty should rmtip fktzzy* 
Clarity ^an strengthen the hinds of protectionist etfnetits within countries 

,and rei»ve necessary flexibility trithin GATT deliberations^ Heler also suggests 
that the 'unforeseendevelopMcnts*' requlrenent for injury be revoved since It 
has no operative «ean1ng^ While obviously a trivial issue* I wuld cow 6am 

^^fi the side of l^^vlng It 1n^ The ^'unforoseendevelopwnts*' clause <toes not 
sUtid In the wiy of countries doing what they nust And It does inply that it 
would be bad fontyfor a country to offer a tariff concession frith the Intention 
of trithdroMing it vfa Article X!X^ The most fun<^a«enta1 and ii^st undesirable 
suggestion by Heier would be a weakening of HFN requlrevents when conce^sfoin 
ere withdrawn^ The HFN principle Is not only worth saving* it should be 
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strengthened by rev1s:Sng some of the erosion jthat has taken place ^n recent 
years. Whm-e ^ Is disregardedt trade policy Is used as a manipulative tool 
of foreign porior)(^to the detriment of efficient comnerce. The return to 
prewar selectivity and discrimination will only make trade relations worse. 
The apparent senSLibleness of trying to protect LDC exports that are innocent 
bystanders when one developed country finds Injury from iicports from another 
developed r^untry overlooks the trade deflection problem. Selective with- 
drawals wodld lead to the same problems that occur with vERs -a dvnamfc 
process that eventually results in worldwide restrictive agreements outside 
Of the 6ATT framework. 

fteler further suggests that more thorough oversight responsibilities 
be undertaken by GAIT when Article XIX is invoked and to this I fully agree. 
A reasonable and responsible GATT coimiittee can wor^ with a country to help 
* solve Its trade problem. It can-urge adjustment assistance fn place of or ^ 
In addition to trede restraints* help keep issues alive so that restraints ' 
become teinporary and maintain the sense of cooperation among governments 
at tiioes of stress. 

I do not^ however* find ai\ything to endorse fn Mer's theoretical 
analysis of trade welfare. It led him to iRate a statement pn page 115 that 
*'the economist may adait to little* if any* economic Justification for 
market safeguards." Unfortunately) his vodel is seriously flawed because 
he has us&d comparative statics for a problem that^ls wholly dynamic. 
His fonmilatfon of the problem leaver out all the v4riables that make 
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liport Iftiury and narkct disruption an ecortonric problem^-no wonder he 
didtnot find any* One wust 'take into account^lfi transferabllltv of 
resoiirces» both hunan and p^ysfcal and the time dimensions Involved In 
ortler to cone to gM]^s'w1th tfie economics of the Issue, 

It Is only when t^itr b«9lns to write as a |)0l1t1cil econoaist 
that his discussion becomes interesting In that he raises the fundamental 
question* should there be special and differential treatment for LDCs? 
^er clearly believes that there should^ Basing hfs analysis on a sense of 
distributive (or redlstributfv^} justice* he argues that wheti a loss Is ^ 
created* It should fall on the richer rather than the poorer partyv Thls^ 
Is ft reasonable point of view; hovfcver* tteier fails to recognize that H 
alrea<j|/L^ppens when a developed country restricts trade^ It 1-^ the Importing, 
country th^"' suffers most throiigty consumption lossesi production inefficiencies^ 
misallocatlon of Investment! upward pressure on prices and all the rest of 1t^ 
If we want to prevent burdens from failing on LDCs* we would have to Inhibit ] 
their ability to Impose import restraints which would mean sut^ectln^theffl to 
the general provisions of GATT* not special and differential rules. Of - 
course* there ai^e dislocation Tosses for exporters wheA trade Is restrlcted^^ 
This burden on LOCs can be nitnlmlzed generally iinprovlng their access 
to world markets— Includlng^those In other developing countries^ Market 
access on balance Is proba^^y improved by having a credible escape clause 
procedure to overcome unwarranted fears* a point ^4e1er nlmself tnaKes In 
the paper* 

' i 
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H«f<r raises a ftjfther Justification for special and. differential 
tmtMnt of LOCsi the Idea of needs as basis for entitlement. The 
dOMStlc analogy Is obvious. further suggests that It Is extraordinary ^ 
hem m have cow to accept this principle Internationally. I believe 
he cofipletely mlipercelves International reality. The only measures 
tin<(«mi(en by rich coutstHes v1s*a-v1s poor ones have grown out of the 
self jnttrest of rich countries thenseWes. There U always a qu1d<-pro* 
quo 'In Intemattosal dealings and those that are least obvious such as those 
^ involved In Soviet grants to Cuba or 0,S. grants to Vietnam be the 
tmst costly from the recelplents* point of vlew^ I rould argue further 
that the prlwclple shou;id not apply Internationally, within a domestic 
setting* the rlg^t to hive ones mlnloium needs taken care of carries witir 
ft a responsibility ob^ the laws of the land* serve In the armed 
■ forces* p^ taxes If ones financial situation changes* etc. and even here 
there Is legitimate mr^ over the long run value to the recipient of 
blunting incentives for self help. Ho corresponding set of recognized 
responsibilities has yet been created iTitematlonally and until th^ are, 
the ,qua for the <»u1d Is subject to great concern^ ^^^^^ 

I do not want to end t^y remarks on a totally negative note. I believe 
in reclprocl^ in all International deallngsi bitt that does not mean narrowly 
drawn equality In every negotiation. One can always structure a bargain 
between participants of unequal strengths so as to help the weaker s1d2> 
For Instance with respect to withdrawal of concessions* room should always 
be left for the new entrant whose.econoin/ has not yet reached International 
competitiveness. What we need are general rules that have the effect of 
protecting the, weak 
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REPLY AW DISCUSSION ' 

' on. GERALD MEIER; I would li^^e to spend a' I time with good 

\ 

friend Irving Kravis who raises a very fn^rtant Issuei especially at the 
outset* with regard to balance of payments and flexible exchange rates. 
While Me have not discussed that Issuei the i^frst paper Implies that with 
flexible rates the problem; would not be so severe. However* I do not 
believe this Is necessa,r11y true and 1 believe that Dr. Kravis agrees wlxh 
m since he went on to say that there would still be a problem. 

Now, I nust come to Larty Krause^s convnents. % assignment was not to 
describe the presEnt situation or worry how ,to form an International bo<(y but 
rather to prescribe and try to find a better pol1cy--not the best but.some* 
thing better- and that Is what ! atteniPted to do. Given mny difficulties* 
as would be noted by a political scientlsti scrne ^pe of internationat 
coinnlsslon or panel of experts should be responsible fw* reviewing national 
procedures In determining the extent of Injury. 

The footmite on the lack of refliedial actloni which highlights the 
dire need for such a conmissioni refers to someone with some authority- -Jan 
Tumllr^ He is close to GATT and the consultative procedure I refer to Is 
his. I believe his sense of reaHsm is as great as mine or others. The only 

that T could see in moving away front compensation or retaliation to 
have this further review of the national decision* in a two-stage approach. 
If this were not acceptable^ then coiipensation and retaliation are the alter- 
natives. This leads to a related point: Larry shOtild "^^ be surprised that he 
sees few cases of Article XIX. It has been by-passed. Byt the by-passing is 
a worse posUlon; and i advocating that vie try to bring countries back to 
Article XIX but in a more aciteptable fashion. The escape clause lanSuage 
therefore has to be more specific buti at the same tfmei as Irving Kravis said 
not too dii'ficuU to invoke. 
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Now* on tMs question of legal "spirit") I think Larry Is mislnter- 
;pret1n9 Isw^Ke Is viewing law as rules while I an viewing l^w as policy. 
And If economists m not concerned with policy and If political fconotnlsts 
I are not ^^^'^Q^myplth policy* I do not know what this discussion 1s about! 
j The GATt^ of course* Is not a legal document. From the very start 
Hudec called It "diplomats jurisprudence.* It Is not even legalistic. The 
collection of articles comprising GAIT are referred to as tfe 6ATT "codej" 
' but any lawyer) of course* would say these articles are not a ^ode of law— 
nor was that iny Intention. Intention was to bring a revision of GATT * 
Into a more consistent and more effective policy framework. And I would^- 
affirm that no matter what policy you endorse* you are going to create 
and distribute values. > Itence* by revising the GATT legal spirit* I.e,, by 
Improving the policy framework* those values such as policy coordination and 
some redistribution of resources should be made more explicit. I do not know 
how they can be Ignored) even If you do not look upon policy as the Identlflc^ition 
and distribution of values,^ 

Finally) I think) Larry) In saying that he wants to strengthen the 
most- favored-nation treatment by revising some of the recent erosion, is 
back/tp where 'I am with an International reviewing body. Agafn) a political 
scientist would ask; "how do you strengthen the most- favored-nation treatment?" 

i^Uh regard to another of Larry's cormtentS) "dynamic'** is* of coursei 
a very good emotive word and Is always better than "comparative statics*** 
8ut the socially optimal time path of adjustment) In whatever context con- 
sidered* still must be defined by someone or by some International group 
reviewing national decisions. 
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Wl* JCEffiH: The floor Is open to discussion. Yes sir? 

¥R. MICHAEL SHARPSTON - The World Bank: On the International advfsory '^ 
body, do wt not actually have an exaniple Vfe can look at and see whether we 
think it Is 900d» bad or fndffferent? For fnstance. the Textile Surveillance 
Bo4y fs not excessively corrupt and It has wt been totally useless. Thank yoit^ 

OR^ Y£hiH: Is there any response? No. Ok^t are there W further 
comments? Yes sir? 

m* OAVE OUNFORO - Oepartinent of State: The Issue of selective versus 
HFN applfcatfon of safeguards* v^hlch Professor Hefef*3 paper raises, "is of 
considerable current Interest. I would like to throw some more weight on 
the side of Or* Krause's criticism of selectivity* First of alK selectivity 
entails administrative costs. You have to find out where the impels were 
produced such- that rules of origin are necessary* More Itoportantly* 1 think 
ttFN application acts as a constraint on governments v^hich concemplate taking 
safeguard actions In that th^ know that these actions must api^ly to all 
imports or to all exporting countries* Finally, I am not sure how wc can 
relate '*1niury" to a particular source unless there are some unfair trade ^ 
practices involved* for which we have other mechanlsms—anti dumping or 
countervailing duties* / 

One point of f^ct--the GATT Article XIX does provide* according to «^ . 
understanding, for selective retaliation. Retaliation against a ^afeguard^ ^- 
actlon need not be MF«. ^"^^ 

HR. MICHAEL FINGER - Tre^ury^pfpartment: I am affiliated with one wife 
and three children* We btf^ and wear cotton underwear. As coitsumerst we have 
a major and fundamental Interest In Ut^ formation of protection ineasures* 
I think that Initead of trying to get at the question of protection through a" 
set of International ryles* we would be much better off to find ways to , 
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strength the ro'ie'of consunier Interests in the procedures within the United 
States which lead to oar Invoking protection. After allt wet as economlstSt 
understand that protection hurts soniebody In the United States. Hencet where 
the optimal solution would be to prevent protection from occurrlrigt we should 
f1n<f a way to inobllize consumer Interest rather than to t¥*y to find a way to 
form International rules or international organizations which v^ould oversee , 
the whole jnatter. - . ^ 

NR. slEVi lANOE - Office of the Special Trade Representative: I 
wa£' surprised not to hear anyone speaking in defense of special and different 
tial treatment. Everyone speaking has generally been sayingt "Kellt we hope' 
we do not have to do special and differential trfatirycnt. It Drobably Is basi- 
cally evil. !t is not good, if we can Jyst get back to the perfect MH) world 
and 'have our trade rules woHc practically and correctlyt we do not have to, 
consider special and differential treatment/ But the problemt from the develop' 
ing country POint of viewt is that the perfect H?H woHd does not exist and 
w^ll not exist after the KIN. it Is from this premise that many of the IDCs* 
reqtfests for S&D are derived, ^d it Is also ^rom this premise that rn&ny 
People who advocate trade liberalizationt as mar^ people have indicated the^y 
dOt shoui<i push and should actfvely favor SlD—not as a permanent solution 
but perhaps as -a forerunner to MFH solutions. Hencet GSP is good if it gets 
the world down to a zero-duty situation, which might well be the resttlt of 
the program. 

I also have a comwnt concerning the safeguat:d situation. The iDCs 
believe that the safeguard system via Qlts presently allocates quotas based 
upon a country's former position or^ sayt fy^peA upon it^ position within a 
representative period. Thereforet very often ^Japan, Tor escSn^,e^ in the 
pSulcHateral Fioer Agreement ..perhaps jtaly/lf ^e move on shoes.* will receive 
the most advantageous quotas when you consider their positions during repre- 

in 
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scnUtlve ptrlods. TMs inethod is tiased upon efficiency fn d static mrld. 
And, where the ORs renaln fn effect for five years* one continues this pattern 
of trade allocatfon/regardless of changes in relative efficiency across 
countries. Therefore* the Issue* from a developing country point of view*- 
is that the above scenario should be expanded to account for dynamic grovfth 
as well as static allocations. If one accepts the LDCs' basic and reasonable 
premise that they are the tnore contpetitive llynamic suppliers* then one should 
consider certain SID treatment as a i^ans of enhancing world efficiency. 

Another fx>int> which has been discussed in one or more of the papers* 
was the issue of perhaps giving sonje^hing to the LDCs which are the small 
suppliers* e.g., those LDCs supplying less than five or ten percent of the 
inarket*-or those LDCs that arc growing at a slower rate of grovfth than others. 
Again* this is the opposite of economic efficiency because it Is mainly those 
developing countries which already have a large share of the market* and pMaps 
which are growing faster* that are the more efficient supplying developing 
countries. And to the extent that you come up with an import restraint nieasure 
which hurts these countries* you are goin^ against the whole theory oF economic 
efficiency that you intended to encourage. 

Various economists have identified a general prot>lein of overcapacity 
plaguing developing countries. If developing countries which already have 
adequate capaci^ are not allowed market access because of safeguard actions to «■ 
utilize this capacity^ and other developing countries new to the' markets are ^ 
allowed loarket access* the new entrants will be encouraged to develop d^^ater 
capacity. Hence the overcapacHy problem of developing countries and tHe ^^rtd 
would be a99ravated and world welfare decreased. 
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The last point I wiuld like to inake concerns the United States Trade Act of 
1974. Generallyt iui\y people do not vior the Trade. Act as a trade-liberalizing ' 
MKhtnlsni specifically i^lth regard to the safeguard provisions. \Howevert the 
Trade Act contes very close to the Ideal model that economists have been proposlnq. 
Spctlflcallyt the trade act provides for five years of relief. This relief should 
decrease each yeart with the possibility of an additional relief period. It .Is 
this degressive and eventual phasing out mechanism that many of you have suggested 
for the GATT. Nowt I do not s^ the Trade Act Is perfect. It certainly Is criti- 
cized by itjanYt specifically by-developing countries. But on this one specific 
aspect. It wrks In a fairly good direction. 

Finallyt I disagree with one point that was made on the GSP. Someone'said 
that the products of GSP are probably those products which will iDOSt likely come 
up against the, safeguard mechanism. That is not true since when the system was 
established we chose non-Import sensitive products to plac« on the G3f> list, '^h^re- 
foret these products are probably less likely to surface In a safeguard action. 
Thank jou. 

. ' Oft. KEKEK; Are there any further comments? 
Yes. sir? 

JOHH EVANS - Retired Foreign Service Officer: I want to ask tarry about 
Ms suggestion that ''legalism:^ be eliminated from the GATT. tarry has suggested 
that the GATT is most useful as an organ f5or consultation ana negotiation. Mnen 
negotiation is concluded^how does he think its results should be recorded? Mhers 
should the negotiations lead? 

DR. tAWREHCE KRAUSE - tet me take the opportunity to respond to that and to 
make a point in which [ am In strong agreement with Gerfy ^feier. Me both believe 
that restrictions outside of Article XIX are more serious restraints to trade than 
the Ones within It. So we fully agree on that. HOwevert vfhere I v^uld weaken 
the criteria for granting restrictions under Article XlXt he would strengthen 
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those criteria and» as a result, make It more difficult to utilize Article XIX. 

«0Wt the point that you are raising is; Ifhere will we go from there? 

ttellt there are things that are expected under a GATT agreementt e.g^t the 
renoval of tariffs and non-tariff barrierst and these concessions are ex|>ected 
to remalnr Howevert ther,e are tiines when countries vlU feel they must Withdraw 
a concession or Impose a new restraint. As a resultt I think the CATT his an 
^^bllgatlon to foster a discussion of this situationt wherein the country is going . 
to undertake this actlvi^ regardless of ai\y argument to the contraryt In order to 
mlnlnlze the damage resulting from such action. It is a political conference and 
not a conference to try to establish property rfghts. 

HR^ jm £VANS: Hy polntt Larryt is that the result of ar^r negotiation 
must be the acceptance of some kind of instrument that will Incorporate the 

obligations that have been undertaken by the parties to the negotiation. The 

t 

so-called GATT legalisms are an effort to record the results of the original 
GATT negotiations and some later bargaining. If they are eliminated what would 
take their place? You may want to change the commitmentst themselves* or express 
them differently. But how can you eliminate them entirely? 

' DR. KitAUSE: 3iit you are eliminating the^! The U.S. has Instituted the 
Domestic international Sales Corporation which Is Illegal under the CATTt, and 
yet U exists. Countries do what th^ believe they have to do. The issue resolves 
into a choice between providing a mechanism for doing sensible things or providing 
a mechanism that Ibrces countries Into circumventing these things and adopting 
inefficient methods. 

DR. K£NEI(: Are there any other comments or questions? 

KR. GEZA PEKETEKUTV - Office of the Special Trade Representative; 
I have a question to any of you. I Just wonder to what extent one can make a 
distinction between the following two situations. One is the situation of a 
potential prodiicer In a small i^eveloping country vho would clearly have a 
comparative advantage but who encounters enormous risk because he faces a 



wrU mrktt U irf^ich he does Act knom the niTes of the game. Specifically^ he 
fKts the posslbm^ of sftfeguartf tctlons In ai\y number of large, developed 
coyntry jvrkets^ tn the other situation* i^lch Is becoming Increasingly 
pr««i1tnt> tht fins of developed countries gef<erft11y have large markets or> 
Khere th^^ &> nott th«y nerge or Integrate In order to provide the required 
security twcessery to accomdat^ the Initial Investment. So» the question ls» 
dots en ecoiKMKlc disincentive exist whicV retards developn^nt in developing 
countries precisely because of an excessive risk factor? And if that is the case* 
yhat kind of an arrangement can one make to overcome this? 

DR^ tfEtER:' 1 would certainly find that there is unquestionably a risk, 
factor* and that i% the premise of the entire problem. I was trying to avoid 
thtt risk factor issoe by advocating favorable differential treatment for 
countries entering the market as new producers of manufactures or semi-manufac- 
tures. Unless an LOC country's exports are growing above the average of all 
the .supp11er*s> 1 do Act see this country can be subject to domestic injury 
invocation^ Differential treatment In this sense would not harin efficiency. 
Ut^t would harm efficiency Is the safeguard measures^ 

^Differential treatment <foe5 not harm efficiency when applied to new 
entrants who are entering the market for the first time and whose exports 
are growing at less than the average ratei or whatever other standard is used 
for consideration of domestic injury. All exporters are not equally guilty of 
Injury, and the LOQ Is usually least guilty because U is the liewest and smallest 
entrant. The safeguard measure is invoked primarily against the large exporter 
but KFN forces the restriction upon all exporters. There is no virtue to HFN 
Nhen it goes In a downward direction. HFN was put in for trade liberalization 
and to avoid nondiscrimination against the third party. But when you begin 
using it for a safeguard measure* the Impact upon efficiency Is in the wrong 
d1r«C^tMn; such that you are over-correcting when you apply mfk. Henc^^^Jt is 
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Applying this safe9Jar<l tranquilizer In just such a haphazar<l fashion and forcing 
everyone to b« subject to It Is what causes problems. Therefore, a specific 
policy should retnove the externality and the Injury where It occurs; and It 
should <1q this as equitably as possible. 

- I^ROeiN WHITE - Department of State: Or. Meier* I think It Is 
Interest mOhat a country which has often been the target of safeguard 
actions, Ue.t Japan, argues in favor of retaining the KFH prfnclpie. Jauan 

■s 

feels that this dissuades a country because the country faces the pressure of 
all other countries who argt^e against the safeguard actlont whicht Incidentally, 
would affect them^ . 

MEIER: I understand that.- ^ ^ 
RS. UHITE: SOt for the LDCs* sake, some might be In favor of the 
mi r^rlnclple. 

DR^ t^lER: The LDCs would not favor the HfH. Japan would favor it. 

OR. KEHEN: Are there any other comments or questions? 

Ves? 

RS. CATHY ROE * Department of Comnerce: I have a question for 
.Lawrence Krause^ He elided his discussion by saying that GATT needs general 
niles which would have the effect of protecting the weaker nations^ Why do 
you think th^y do not already exist In the GATT and what kind of general rules 
do you have In mind? . 

DR^ KRAUSE: I ara afraid we 90t on the wrong track when We went, to GSP, 
where the Intention to help LOCs is laudable but the scope of that help Is 
construction very llnilted^ 'Instead we should directly address the mare funda* 
mental problem, which Is a nniltllateral negotiation to reduce tariff escalation 
on a Host Favored Nation basis on products In which these countries would nPrmal* 
1y f1n4 their comparative advantage. That Is the kind of thing I would like to 
see, af^d of courset the nuntbev'S that are shown In Table n of the Hurray-Walter 



tiWN tow f«st tht exports of developing countries are growing without GSP. 
•fraid we have pushed In the wrong direction to help thelxports of develOD- 
CUMttrles . 
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The Subs1d(y tnd Otuntmill 1t>g Duties KeQOtlatlcms and 
the Developing Countries 
Daniel K Schydlowsicy* 

U Introduction ^ ' 

Qmctra iilth-eiport promotion of non- traditional 90odst particularly Mn' 
ufactumt twen on the Increase amon^ govenmnts of less develope<i 
coufltHts. Export support schemes of various sorts* Including expert 
subsldltSt Mve been In force fn a nunber of countries since the early IdSOs 
In the last few year^t however* as so^e countries have Md noUble sticc^^ 
ttUh the propotlon of non-traditional experts^ other countries have 
attMpted to follon their fexanplet and the use of such promotion schiMe^t 
Including subsidies* has becwne much nore ^fdespread^ At the saaie t1»e» 
tht success of the e/port proioting pioneers had led to concern on the 
part of Importing countries about the legitimacy of the export p'romtlon 
Instruments used/ In the context of precarious balance of payments 
positions for some Industrialized countries In the early 19;0s and the oil 
price Increases which produced a current account deficit for the 
Induitrlallied world as a whole* the proliferation of export prowotjoa^^ 
pcllclest particularly expert subsldlest has become, a lotlcdl target for 
tnt< rq a tf QQfl3^ regulation and agreement. 

An accepted elenent of ei\y new agreenent on the use of expert Subsidies 
and other promotion schemes fs that equity and International relations 
considerations justify a different treatcvnt of expert subsidies and other 
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pnmtlon schemfts adopted by less developed countries* as conf}ared to the 
^ developed countries* . This paper Addresses itseU to an analysis of the 
kind of sp^lal treatnent which Is Justified on efficiency grounds a$ ^11 
«s beln^ responsive to equity considerations Inslsted^ upon by LDC$+ He ^ ' , 
^111 begfn by exploring tfie context In <ih1ch LDCs adopt* export subs1d1zat1(>n^ 
Then ttao aU^nutfyie versions of acceptat>U export ^ti£s7^!Tzatfon are 
considered, rinallyt some inatters of technique and adn^nlstratlon &re discussed, 
a* The Context - * 
' TJw developoient strate^ of less' developed countries hais been ovei^ 
Iri>elm1n9ly leased on tue expansion of Industry^ It ^^as hoped that Indus- 
trUlimion ^fould^boost the rate of growths reduce overt and dls^lsed 
uneoployment and cure what was considered ^xc^ftSlve dependeiice on 
traditional exports* The policy adopted to this end veas vigorous protection 
of all f«port cofppeting Industrial productlofii behind substantial tarfff 
and other Iji^rt restrictions J 5och a policy obvloasly linplfed 
mpdtectton of Itidostrtal production for a particular marketp namely tM» 
^^dofltaitlc enarkett^but not protection of Industrfal production for expo»^ts.^ 
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/lh« development strategy adoptedt based on In^rt substUutin9 Indus-^ 
trfalfzatlont had an Inherent fnconsiste^ btillt Into it* whkitt howevert 
only becane apparent after a nuiiier of years. Productfon of^ Industrial goods 
requires imports jf Industrial raw materials and intermediate 9oods^ Thiis^ 
the hi9her the level of Industrial produLtlon* the greater the lEsports of Inpu 
required. Or. the other hjfnd, since Industrial goods were not being produced 
for exportt Industry Itself did not produce a direct forei'jn exchange offset 
to these growing 1«nport rei^uf reoents: industrial Izatlon was foreign exchange 
using. Th^ o:i1y offset t^hich fndustry provided was the foreign exchange 
^frctd through linpcrt substitution of previously Inported Industrial goods. 
As linports of partlcul^ coinnodltfes produced went to Zero, this offset 
disappeared^ Thereupon* the success of liMJustrlallzatfon stra^eSy* rtajsely 
a rate of growtfi Of lodMstfy In excess of the rest of GSP generally. Implied 
e rtte of^growth of d^nd for foreign exchange In excess of the rate of 
growth of supply of fonelctn exchan^. Thus success of the stretegyji^lled 
of neces&fty balance of payments crises. ^ 

When svch crises did bccurtlknd the post war economic; history of the IDCs 
is studded vdth such Instances, Industrial growth had lo ^low downt forcl9n\ 
debt had to bt accumulated and/or foreign prf>ratf» InvestEncnt ^d to be lured - 
In* Vfone^of the^e fncasures cured the fundar^ntal Inconsistency of the strateg 
Slowing doi^ Industrial ^roMth i^ant abandoittrnt of the prlr^ry policy 
objectives and increasing, foreign debt %Up\^ Implied Postponing the day of 
reckoningt since only an exponential growth of del>tt acceptable !o neither 
borrowers nor lenderst ^uld have postponed the need to repay ^nd to 
.ubstantlallj reduce badly needed iTo^t^ of Industrial InfHits bt a later 
date. Foreign private investment was no longer effectWe. If It was In t^ie , 
mooem Industrial sector, it too foreign exLhange us1n9 and'}^ U were In 
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the primary s€Ctpr> it would protfuce soms aUevf^tlon^ but would require a 
.rewtsslon of profits, thus ha^vlng Its own "Insport r^ulrefflenf** 

Ihe Inconsistency of the development strategy could only be overcone If 
fndustryttts n«de foreign exchange eamlngt rather than only fore1<)n 
exchange ti&ihg. Im turn^ veking Industry foreign exchange earthing Implied 
extending the protection which was originally given to the production 
for f f! donestk wrket to production for all imrkets: Ut,* protection 
a9a1^^t Itports had to be extended to protection for exports. Hence 
export suhsltftzatlon^of one fom or «rtother was and Is .an essential 
recjulrement of & growth strategy based on an Industrialization which Is 
sustainable In the long njn^ The'^tlvatlon cqcouragfng the adoption 

of export promotion and su^idy systents fay less developed countries 1^ 

' 3 

thus abundantly clear. 

To coBplete the picture of the setting In which export subsHliation 
and othei" kinds of expox^i^ro^tlon take place In less developed countrf«^t 
It Is usftKtl to look briefly at the structure of the trading rules atfopted 
by these countrlft, A particularly notable elejnent is that less developed 
coiffltrfes pHde themselves upon f?av1ng a siff\gle excfiange rate* Kiny.of 
them eyeft.st4«cr1&fi to artlcte VIII of the Wf, At the sanie tlsje^ however, 
all LOCs operate with a imiltltude of high and differentiated Import 
restrictions. When this Import reglr^e^s put together yith the unitary 
exchange rato> what energes Is a dc facto inultiple e^cchange rat^ inystGi^ 
constst^ng of a single "financial^ exchange rate and as iitar^ 'v^^cfftdltK'* 
exchange rates ai there exist differentiated tariff^. A peculiarity of the 



for an extensive tr^troent of the strategy, fts Incorsslstftncles and Its 
causes And con&eqtiencesi see; Olamsntf t^rcello» poctrlnas torwarfcas. 
Oesarrollo Intfefiendencla t Buenos Afresi 1973* 
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syst«ni Is that connodlty excfUrige~^rales differ for ttie same ^od when U Is 
In^Orted Or exported: conmadlty in^ort exchange rates are h1^ snd conmodlty 
export ei^hange rates are low. Furthermore* ntost Inport connodlty rates are 
substantially above the financial rate. On the export side* soidg countries 
have operated at times vit^i an export ta:^ on traditional export cocnrodUles 
which 'reduced the co«Mnod1ty exchange rate fipr traditional e);ports below the 
financial exchange r&te. A good example Is the systeci which was operating 
in Argentina In 1966 and had approximately the following set of rates:^ 

Rate Composition P esos per S 

Agricultural Import * financial ^ess 9$ tax ' 200 

Financial *- Financial ^ 220 

ton* traditional Export ■ Financial + }B% tax rebate « 260 

Raw ttaterlal le^rt « financial duty • 330 

Stffif ^namifactures ll&port Financial ^ duty » 460 

Oofl^Onenls l^rt * Financial + 173X duty ■ 6Q0 

Finished Prod* Ifliport * Financial 21SI duty. « 700 

A <|u1ck Inspection of this rate structure will show why Industry falls 
to generate foreign exchange and thua Is foreign exchange using. Industry 
buys Its raw materials at an exd^nge rate of 330 pesos per doll.r* Us 
Imported sejtti*RantjfacturesTrr4$0 and its contpoftents tjt 600. This implies 
an average cost exchaft9e rate for i^r^t^d Inputs of approx^mai^ly 400 
pesos per dollar^ Ooinestically produced inputs have lerpllclt exc!:ange 
rates o»1y slightly lowert since ciost domestic producers iSct not sell at 
prices much belOK Uwse of similar Inports. Thus Industry's cost exchange 
rate for all raterlal inputs *s roughly between 530 and 420 pesos pei dollar. 
At the sane tfnc Industrial wrages reflect- the cost of living ^\ch is raised 
by the tariffs cn ^ods consoned by workers. Furthercore* profU rat^s are 

. — , ■/ 

CARItA tcap^ra Argeftti)iA*de liadlOt Television* Teleco!n^u»1cacione:k y - 
Aflftes)** "Proyecto ds Hodf/fcaclon de 1^ E^tryCtura Araijcelarfo* 
Carrfelaria^, ScPtcetcr m6. ^ 
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based OR the co^t of capital goods which are also subject to tariff. Hence 
total 1nd*JStr1dl costs are based on an exchange rate exceeding 400 pesos per 
(tollar. At the same tline^ a dollar's M>rtl} of exports yields only 260 pesos 
per dollar (the connodlty exchange rate for uatradltlonal exports). The 
liaplkatlon of tt)1s slttiatlon for the profit rate 4n exports Is rather drairat'lc. 

The effect of the existence of thl? <fG facto multiple exchange rate system 
with its particular structure ^es beyo^'id the direct discouragement of exportSt 
however. It has caused ai> "inefficiency Illusion" to exist about Industry In 
less 4ev6jOPed countries. This Illusion results from translating domestic 
fAdustrial cG^t? into dolf^rs^the financial exchange rate and finding these 
cofts to be Substantially above tke price of the cofiqiarative io^rts. Since 
^Ginestic costs-are hesed on the eomodity exchange rate^ in fact incurred* and 
these Are substantially above thti financial exchange, r^tet it is not surprising 
that (fcsest^c costs of r/oduction will be higher than International prices When 
. ceftverted at 4n exchar je rat* Itiwsr than the one o" ^ich these costs are based. 
Ihis cor;n9npUca prjictice of c:onvt:rr1nif costs at the financial exchange rate* 
tA%t in the ebsoace of th« cbv1o;t^ exDian^Aion^ producetf the Inefficiency 
inusioi: ^ffect^and given developed-co^ntry goveri^i ts and publics the 
fnpresslon tha\ they have en industrial structure totally out of kilter vrith^ 
coni^rative edvantt^e hopelessly inefficient.^ Thc^act of the matter Ist 
howfiyoi^t ,that-JBiCh of^thai irefflcienc/ is^iie«>Ty the rcstitt of an improper 
. ico^a-'lfon by ihe cse of an ext^An^e rate thdt is rot applicable to the 
f respeelii- co^ts, Mii94 domtic coits ars transfonjjed t>>;ai) appropriate 
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exchange rai-e* 1.e^» one that is related to t[ie coiiGodlty rates, It 

-i ^ 5 ^ ^ 

, tum*^ out that Industrial costs are ^nuth lower than genersTly I>e11«ved^ ^- 

The inefficiency fllt^slon and the ant1-exp4rt bias the exchange rate 
systcft >iave Interacted to thefr nutual reir^forc^nt arid tc the hindrance . 
4 change In paHcy+ the Ineffklewy fllb&lcn r*a1nforces the taHof .of policy-- 
makers that Indu stry^ls, not eff1c1^:jit enough to ^xponu^ Jhe anti-cytpar^^ ^^^^l^ 
Aik^J*e exchange rate structure makes exports ^iflpoS5^b^£. Thfe mul^nt lac^ \ 
of exportf^ confirms the policy fflllCFr^^tevr that Industry ^s to EcXH^rit 

In view of the obvlote i'carc1t;y of foreTgn exchange* hcwever, the faposst^il^ifer 
for Industry to export means t)iat additional In^rt substitution tP^ust b« undeK 
taten* This in turp inptles Ijnport restrictions which cause an Increase itk the 
1netHlfrfenc;y Illusion/ a result the polltynakers ^scome evei) mri convlltced 
of the^ Inefficiency of Industry find its Inability io ejtport at Jthe^t-s^^ ' 
time the higher Ir^rt restrictions l^rcase the anti-export bias> thu^ 
It evei less lUely that Industry Hilt h^com foreign exchange gcMcratlfs^, 

The inefficiency Illusion also op^^arts at afi fnternatlonal level * . . yr^ 
geijeraltng tbe conviction that oxport protection tools* particularly ^ub5l- ^v: 
dilation^ are given as crutches to hopelessly Inefficient Industry, \*Mch 
could not su)^1ve in wrld cfflnpetltlcn cn Its (iwtj feet»^ because of^the 
fonnal ^epacatloa of uniflViJ excfen^o rata and a d1ff*;r?(it1a£€d %kt\if 
system, tiie de facto ex^^tence of t jssiiUlple exchange rato systes; if lost - ^ 
from sight and therfrforw tJie fn^pf^roprfAt^iness of the slsple cost/ceaKparlsoni.., 
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^ajr^ not ^reVllzed. The ImpHcaiions of realizing the nature of the exchange 
r^te system and the size of the cost exchange r^tes affecting Industrial 
costs for an assessfnent 'Of export subsldlzdtlfw measures are vary conslderai^le 
infeedv I . \ 

In tffe context iust descrlbedi. export subsidization and other measures* ^ 
henceforth all called subsidization for shorti have two funda^ntal JuftlfW 
cations. The first of these Is that export subsidies are designed to offset , 
the excess of the Industrial cost exchange, rate over the financial exchange 
rate. On this basiSi export subsidies singly refund a ta/^led through the 
Inport price structure. He will discuss this ju'^tlflcatlon^or export; subsidies 

^in^the following section under the nsroe of the seal-tt^dlMonal v1ew> The 
second justification Is based on the recognition that In addUlon to the non- 
unitary exchange rate other distortions exlst^n the econo%> i)^t1cular1y In 
tKe Tabor atuf capital tnarkets. These distortions Introduce differences between 
private margliial co^ts and .social margioajl costs-. Evidently, world welf^t? 
requires that production ^sts be>Rilnliii1;ed l/i tencs of real costs I.e. in 
terms of narglnansoclal tosts. -Thus subsidization will be justified to the 
extent- that differences exist bct^ween marginal private an<l marginal social 
costs. ThU justification for export subsidization will 'be discttssed 'in 
ect^on \H. - ^ 

I^. . ;U:cefitable Export Sobsldlzatlon/T^ A S(*'n^-t^JJ1t^^t^na^ Viek 



U r^as long been, recognized thJt exporters sJii^uld not be, placed at 
a con$et1t;iv& disadvantage as tfie result of taxation leuled on the Inputs 
Into the exported product, ThuSi t^lustries transforming lit^rt^d raK 
.fl^ttfriaVs or intermediate goods Into, output that would be exported havf» y 

■ . u , •. ' ■ ■ .• ^ 

Ffrench-Pavls and Pinera ar^ue In faW of regardlDQ "compensating** subsi- 
dies as acceptable, bjt do ^t clearly 'define the scope of the torm> Ffrehch 
DavlSr Et> and\Pfnerar JOse, "Export froinotfon Policies In Developing Coun- 
trle5"i CEPAl, Semlraf on w;«^rt Promotion PoUcJn* ^ntlago* Chlle^ Hov* 
1976* ' * . , 
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always benefited from a. refund of the duties paid on the linported materials* 
In this way being allowed to compete on the basis of their wn productivity* 
unhampered by the taxation on the Inputs that would have been levied if the 
refund would not have been forthcoming. The refund of such Import duties* 
generally known as '*drawback*^ Is Incorporated Into most trade legislations 
and Is universally regar<}ed as acceptable ^export subsidization**. 

As long as transformation activities operate lOOt with I'nported Inputs^ 
tht principle tK&t each exporter should compete on the basis of his own 
productivity and '^ot penalized for artlfically raised Jnput costs Is 
well served by the drawback. As soon as domestic production of Inputs exists* 
that Is nt) longer so* When zom Inputs are sourc^d domestically behind tariff 
protej:t1ont costs are no lower than when the conveting Inport 1^ bought* . 
Ifowiiver* if the refund Is only made available on that part of the Increased 
costs corresponding fo Imported i,-:puts* the general principle that the 
^^pofter should coff^ete on hfs own productivity no longer holds In the 
Vrtisence of such local sourclngi thereforoi the expnrt subsidy should refund 

full Increase In cost due to the In^rt protection. Accepted practice 
Kith regard to fndlr^t taxation leads to the s^ame conclusion. 

It Is cf\1y a Small step to generalize the argtenent for material Inputs 
to all cost tnc^rcaSes arising from ta^tatlon on Inputs. Three such cost 
fDCrease^ not a^f^ting materials bear particular nentlon. 

a) Jncreiase labor costs due to protection on finished goods. 
If th3 St?]ppl> Df labor ^s a ft^nctlon of the reel wag6* the once and for all 
Ifi^cr^ase in the price level Inherent in the presence of tariffs will lea^J 
tQ a o'ite aftJ for rise in XUb money wage. The corresponding propor- 
U£^.At& ctojje tfifght hs cal!t«l the tariff equivalent affecting wages. 
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h) liport duties on capital 90ods rafse the cost of these capital 
foods a:Hf hcnc€ the annual depreciation. Furthermoret at^^ny constant 
rate of rttum an Increase In the cost of the assets Implies that the 
aimtial profits In vMUlnal terns must be greater In order to maintain 
the sai« real rite^ Thus novnliial capital costs per year rfse as a result 
of taxation of capital ^oods^ 

c) since Interest costs are largely a function of inventories and 
wrklng capital needs* the existence of tariffs Increases the required 
wrking capital and hence the required Interest costs. 

Ite are now rea^y to formulate the general principle embodying the ^ 
seni -traditional view of the acc€ptat>1e level of export subsidization: 
"Refund all excess costs coinpjired to the free trade situation at the 
existing exchange rate which result front the Imposition of trade taxation 
on Imports and exports". 

The Instrufttnt which Implements this principle Is usefully called a 
"generalized drawback" to Indicate at the same time Its ancestry In the 
"traditional" drawback and the generalization which Is undertaken to 
cover all repercuslons of Iniport protection onto Increased export costs. 
IV. Acceptable Export Subsldiration lli An International Division of 

Labor Point of View 

The purpose of world trading arrangements Is the maximization of iiorld 
wel fare through the specialization of the different countries participating 
}n wof^d trade according to their respective comparative advantage. In 
pra<!ft1cet howevert world trade flows are determined by the absolute advantage 
, obta1nt!:g at each iwioont In time. Evidently absolute and comparative 
advantage ^eed not Coincide, ftowevert when they diverge In the absence of 
restrtftlons on trade, balance of payments dIsequlHbrIa ordinarily occur. 
When ss^ci^d1sequ1Mbr1a are adjusted through modifications In the exchange 
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rates and nhen factor mrke^s m undtstorted and full eoployment ofatalnst 
the exchand^ rate adjustment necessary to e<iu111brate the balance of payn»ents 
will also bring absolute advantage Into line with conv>arat1ve advanta?^/ 
ThuSi given balance of payiKnts equfllbrlun and full employntentt achievement 
^of speqialfzatfon according to ^Itnparatfve advantage under free trade Is 
equivalent at the micro level to the simple conipe^ltlveness crlterfot)^ a 
country has con^ratfve advantage In all the goods which It can sell at or 
below the world inarket price, 

IJhen product and factor nurkets are distorted! I.e. • when exchange rates 
are overvalued* fmport restrictions exist a;i(J factor niaricets do not clear at 
competitive prices due to Imperfections and restrictions of various sortSt 
market cofipetitlveness no longer provides a correct guide to comparative 
advantage, Rathert It Is necessary to calculate marginal social cost In 
flQu of marginal private costs and coinpare the former with worfd prfce. 

Conventional rules for accepting exPOft subsidization are clearly ' 
understandable and Justifiable in the light of the above discussion. If 
undlstorted markets ^re assi^med to holdt export subsidies are hamful to 
world welfare* since countries should not be exporting those goods In iihlch 
they are not competitive at market prices. Furthennoret If there exists 
taxation on Inputs which distorts factor and product markets, such taxation 
is legitimately offset by ^ export sii>s1dyf since in the presence of such 
distortions, market price is no longer an appropriate guide to "real** 
coitipetltlvencss. 

Less developed countries are well-known to have distorted factor and 
product Biarkets, Labor Is unemployed and underemployed, with market wages 
being hel^p by government legislation and institutional forces of various 

Ifhen trade restrictions are used for BOP purposest the divergence between 
absolute and cor^aratlv^ advantage persists. 



sorts (unlonst p^r group ^iicimk^ ^harfngt tradltfonal ^oorst etc>}. 
Cipful wirkets are ^ef^nted and fnterest retes ^re regulated throtigfi 
90ytntMfit fiRpcse^f ceflfngs on rates pa fd and ch^rged^ Forefgn excha^' 
ivriccts ar« distorted doc to the presence of tariffs and other loport 
mtrfctfons. export taxation at various rates and possibly e^cchange 
control. In addltlont the basic price, the financial exchange ratet Is 
typically pegged bv the government (the fact that It may be a crawling 
peg does not aftect the fundamental existence of distortions In the inarket). 

Furthenjoret it shotild be realized that these distortions In the 
separate markets Interact to produce a cbnposfte divergence between market 
prices and marginal socfal costs^ ThtiSt .^e^^amplet a inarglnal social 
cost of labor below the marked wage tmplles by itself a marginal social 
productivity of capital above the inaHcet retuni capitals Ttie marginal 
social utility of foreign exchange above the official exchange rate inpMes 
that the marginal social productivity p^capltal In the exporting industries 
is. above the marginal private productivity^ In tuint tariffs on imports 
ctmpeting with domestic production Implies that on this count taken 
separately, the marginal social productivity of capital in these Industries- 
Is below the private inarglnal product. A proper social calculus will take 
Mnto account the Interaction of the distortions In the separate tnarkets In 
4 general disequilibrium system of shadow prices, which would adequately 
measure the marginal social cost or marginal social utility of the various 

Q 

Inputs and outputs Involved^ 

^ 

For such a ''general disequlllbrlun" set of shadow prices seei Scl^ydlow^kyt 

'^Project Evaluation In Economics in General Olsequillbriiim: An 
Application of Second Best Analysis", Discussion Paper .Ka. 1, Center far 
Latin American Development Studies. Boston Uolversityt March 1973> 
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Gfvtfi^stich t set of p4^1c«5, librld welfare requires that LOCs produce 
for wrid u^ those coirandftles In vMch the marginal. •social cost of productfon 
ItfS below th^ wrldprlce^ This li^lles valuing factor^cosu at their 
i«r9ln4l social costs^(shadow prices) and ttren translating these costs from 
local current Into ^relgn exchange values by use of the sh^dov price of 
foreign exchange^ Hbenever the dollar cost obtained In thl^T fashion Is 
belM the Morld price* the corresponding ^DC will be held to have a coftpara* 
tlvt advantage In that connodlty cctnpared to the rest of the ^rld^ Where 
'Several LOCs have costs beldw the world price* the one with the lowest cost 
^111 bchfla to have the'cofnparatlve advantage^ 

. ^ % . - ■ / . * ^ . 

' . While cqimparatlve advantage measured as social competitiveness iMy exist 

In the broad range of Industrial 900dSi private coiopetUlveness may itot exists . 

■ * . ■ ' 

This divergence between MrglnaV^oclirl cost and private co^ts Is legitimate 

ground for export subsidisation. V ' ^ , ' ^ 

Two further elements need to be mentioned: 

' a) major empirical difference exists between short ru:) and long nin 

^narglnal social costs In IDCs due to the severe under*ut111zat1on of In* 

stalled capacity that appears to be the norm In mai^y and perhaps all of then. 

Under sucH condltlonsi. the marginal social cost of capital A% at most e<)tift1 

'to the tjsir cost and may be as low as zero^ Combined wlt^ a marginal social 

cost of Jabbr below the maHcet wage* the result Is to generate a strong short 

run comparative advantage In a wide rdnge of manuiacttires. Evidently, however^ 
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D^ta. collected /or six Latin A^lcan countries In t)]»-To:trse of a Zyatu^^ 
^ stu<ty shows po/sible increases of lijjJustrlal production ofN«p-lo-$01^ This is 
found tn; Schj^lowsky, "Capital Utilization^ Growth. Employment* and 
balance of Papents and Price Stabitintiori** Discussion Paper No. 22. Cmt^t 
for Latin AeieVican E)evelopr»Gnt Studies, Boston University. Dec^ 1g76^ for a - 
more pessimistic view covering two Asian and one Kid41e*EasterD country s^. 
Hughes, Helen, "Capital Utiliiation in Manufacturing in Offve^eping Countries'^ 
World Bank Staff Working Paper No. 242. Sept. 1g76. ^ 
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lofi^run Mrglnal social costs will be higher and lon<^ run^ oroaratlve advantage 
wtll be different. Subsidization for the short run should thus differ from 
subsidization for the long rtin. 

b) World prices do not reflect consumer utility whenever Irtport duties 
. exist In the im^^or consomlnfi countries, ^uch Inport tdK^tloiT^rlves a Hedge ^ 
^ between world lurglnal social cost and consuneV marginal utility* Export 
^ subsidies offsetting such Import duties are welfare Increasing and thus are ^. ^ 
fully justified on world welfare ground*.^** ■ 

, Howevert since Import duties vaiy by couqteyi an export ^ subsidy af fectlf^ 
this distortion would have to be specific by country of d'estlnat^onr wh1ch\, 
would be an a<to1n1strat1ve nlghtmare.^^ Offset-thei^ becomes either Irpqjs 
* Or an average figure'' needs to be chosen. Slnce-^ripread of developed 
country tariffs Is relatively narrowt the latter \l probabl:!^ the best -SQlutloii 



It should notedt hOM^vert thit the levying of iniport duties on the part of 
developed countrle^on e.:ports from less <leveloped countries together with 
the correspond! IV9 offsetting subsidies signify a redistribution of ffscal 1n^ 
"^oine fnxn the poor to the richi with the consequent worsening of world income 
distribution. ThuSt It Is preferable to remove the w^ge between marginal 
' social world tosts and marginal consumer utility by repodllng the Import 
duties, than it Is to accomplisR the same objective by Itnposing an offsetting 
export subsidy. 

\\ . . 

j 1 aei Indebted to Bela B^lassa for pointing this consequence out. 
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Jhe^penertl prfncfple of acceptable export subsidization on %nrjd Mifatt 
9rau)ffs can now be stated: / 
"Refind tb« dUfeVence between marginal social cost ahd^ marginal 
consu^r utility* Including the average iiport duties of the Min 
"ifl^wrtlng countries*". 

The InstrtMnt which implements this principle can usefully -be called a 
*9<neri1ized conpensatory subsidy" to indicate at the sajne tl»e that it is 
of general application and ccMpeitsatory of pre-existing tjistortions, . 
V* . Minimiiing Explicit Subsidization: Compgnsated Devaluation 

V 

Viewing .the trade ^rtgiAe of lOCs as an implicit imtltiple exchange rate 
system* where the cOMposite of financial exchange rate plus trade taxation - 
\% what MtterSi allows conMderatf'^n of various alternative measures of 



ftancial exchange rate and trade taxation. Thus* rather than having a / 

financial exchange rate which is clos^ to the cofliDOdity exchar^^e rate 

traditional exports* it would be equally possible' t^j have^ flnanciar exchange 

rate close to the coomodlty rates for industrial production, Evjtfefltly»,irt" 

-ttft,l4^ter c^se loport duties would be significantly lower anct^export taxes 

' ■ ■* ' ^1 

would be higher than In the former case* A change in the-flnancial exchange 

// 

rate accorpanled b^y Such offsettfri^ changes In-trade ta/ation constitilte what 

^ * • ■ IZ ^'^ 

is called a compensated devaluation, ^ 

■* / ■ 

. \ / 
T2 / 

£uch a policy >As first proposed tv this author for Argentina in 196G and 
Published as; Scliydtowskyr D»H.» "Froei leport Substitution to Export 
ProMtion far Sea(-Grown*t'P Industries: A Policy Proposal'* Jountal of 
Pev'elopnent StudlgL^ Vol, 3* K6t 4* July 1967» A sinllar proposal was 
/ independently rude by Harcelo Manand arwi publishcw «s: Oianand^ fiarcelot 
gases Para una Polltica Indiistrial Argentina^ Cuadei^s oel Ce^rcro de 
tstudlo> Industriaies* Buenos Alr«s> ]M9V and as: Dianandop. cit»t 1S73, 
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111 ttnm of tht exchange rate system typically used by LOCs and exe>npH- 
fled Iv that existing In Ar^tlna In 1966 In Section 11 abovet the coiiPen* 
uttd devaluation would look as fQllows: 



fre*Co^)tfisatcd Post-Compensated 
Oeviluttton (Pesos/Doll a rl Devaluation . 

CowteHt^ Tax/Subsidy Financial . Rate Financial T^x/Subsldly Commodity 



200 




220 


Agricultural 
Exports 


330 




200 


200 


0 


220 


Financial 


330 


0 


330 


260 




220 


Non-traditional 


330 


+18^ 


390 




+601 


220 


^ Raw Material 
^ Imports 


330 


0 


330 


460 


. +10W . 


'220 


Seml-Hanufac- 
.tured Iniports 


330. 


+39% 


460 


600 




220 


OHnponent ' 
Imports 1 


330 


+B2je 


600 


700 


+218X 


220 


Finished Pijoduct 
Iitpo'rts ^ 


330 


+1123t ■ 


700 



Note ttiat the comnbdl^ axchange rates far Jiiports have st^ed unchanged* 
^ as has the co«wdlty exchange rate for traditional exports. Only the coninbdUy 
exchan9e rate for non-traditfonal exports has risen to 39i; pesos/$, Jhls rise 
evidefitly constitutes the equivalent of a subsidy of 50$ on non^tradltional 
exports compared to the level of the initial pre-conipensated devaluation 
situation* 

It 1$ Inmediately obvious that adoption of a compensated devaluation reduces 
the amount of explicit export subsidization that needs to be undertaken to 
offset the implicit export taxation inherit in the exchange rate system or 
to coipensate far the divergence between marginal social costs and marginal 
private costs. At the same timet it must be realized that there are important^ 




\ 

^d1fferenc€$ between the effects of a cainpefisated devaluation and e)^p1icit 
subsidization whkf^ render tte two poiicj^measur^s not f^lly equivalent. 
The first difference that needs to be borne In mirvd Is that as the size 

^of the adjustiient of the financial exchange rate Increases* It becomes less 
and less piosslble to coBpensate the devaluation of the financial rate 
through reductions In iinport duties on the lower tariff Item^iilthout going 
to Import subsidies. Setting tariffs that muld have to beconte negative for 
full condensation > at zero linplles that liKOmplete compensation of the a<Uust- 
nient! of the financial exchange rate will occur. As a resu1t> cost of produc- 
tion will rise* effective rates of protection will change> and the 
structure of Incentives to production will change as well. 

A second difference to be borne In mind is the effect on the capital account. 
An otitrlght subsidy does not affect the cost of paying outstanding foreign 
exchange denominated debts. A compensated devaluation is a t^x on all fbrel^n^ 
exchange debtors and a subsidy to ell foreign exchange creditors. Since buslneS; 
firms typically tend to be foreign exchange debtors> the loss of wealth caused 
for them by the cbirpensated deva^luatlon >nay well lead to a temporary loss In 
risk bearing ab11ity> thus reducing the effectiveness of the export promoting 
price stfnHilus. 

The third difference of Importance relates to the treatment of traditional 
exports. Under a compensated devaluation^ traditional exports are taxed 
explicitly as compared to the In^i icit tax levied through the exchange rate 
wten expiicft nontradltlonal export subsidies are used. The existence of an . 
explicit traditional export tax has the advantage that It can be replaced by 
a tax on the fixed resource entering into traditional export pinpduct1on> such, 
as land or mining resources. Such a change In the nature of the tax> Ub.* 
change from a production tax to a Rfcardlan land tax> removes the burden of 
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UN«c1on fitnn new outputt thus eliminating 4 distortion betwe«i> producer 
Mfgiitti revenue oh traditional exports and the price of these exports. 

The fourth difference is the effect that 4 contpensated devaluation has on 
the Industrial inefficiency Illusion. Since the financial exchange rate rises 
without an equal increase in the cost exchange ^rate of industrial prodirction» 
iitdustry appears suddenly to have gained in efficiency. However* the conse- 
quences of the Industrial inefficiency Illusion for development policy are 
considerable and ne^^tive thus any achievable reduction in this illusion 
should be regarded as an Itnportant advantage* . ^ 

Since Ijarge explicit export subsidies* ven If justtfled* 1.e:» If consis- 
tent with the ar^wientatlon presented in sections lU and iy» do give rise to 
pressures for'the Itnposition of countervailing duties it would seem wise for 
UDC^s to minimize such pressures by adoption of compensated devaluations as 
their **baseline** export promotion tool, to be supplemented by explicit 
subsidies to the extent made necessary the differentiation 1n the structure 
of exchange rates (which a conipensated devaluation cannot really deal with)* 
Such a policy mix Is consistent with the Internal development desiderata re- 
lating to the substitution of export taxation by Ricardian rent taxation and 
to th^ reduction of the .inefficiency illusion. 
VK UneLementatlon Aspects 

This section will briefly review the proble<ns of Implementation that 

i 

might arise in LOCs where a generalized <]rawback or a generalized conq)ensaipry 
subsidy is to be applied. It will also briefly discuss the disputes that 

n 

Dlamahd op» cit^f lg73. He argues forcefully and convincingly that such 
a chuige would have far-reaching positive consequences. 



nt^tit arlsi; with Importing countries over the appropriateness of the sub-^ 
sidles provided and the manner In wtilcn such disputes ml^ltt.be settled. 

A generalized drawback requires three eleinents of Inforniation for Its 
application to a product or sector: the cost structtiret the level of 
taxation of Inputs* and the r^rcusslon oV taxes on the nominal wage lev^l. 
Infomatlon on tl>e taxation of inPuts Is public knoHledge» since It consists 
of the tariff schedule ^nd the tax regulations. Information on the 
I^Hcatlon for the ft6mina1 wage level ^s a one tine calculation whicht 
once done* is applicable to a1 urage costs. The only piece of Infomatlon 
which Is^^peclflc to each coiiin3d1t;y is the cost structure* and this can t)e 
-obtained on 'the t>3Sis of Industrial censl* which are run perlodlcallyf on 
the basis of the industrial surveySt which are usually undertaken annually* 
Or On the basis of petitioning by Individual would-be-export^r^s. If the last 
of these alternatives Is chosen^ the Previous two can be used as checks on 
the truthful/iess of the application mad&t in order to avoid over-^subsidlzatloi 

It should be noted that the infortnatlon required for the application of 
the Generalized drawback Is somewhat easier to obtain than Infomatlon re- . 
quired to apply the a>nvent1onal drawback whenever the conventional draw- 
back allows refund of Itnport duties paid on imported inputs more than one 
stage back. 

Inporting countries that wish to chaHenge the generalized drawl^^ck 
provided by the exporting LDC would naturally have to focus their attention 
on the structure of costs* sin.e both the tax rates and the effect on wages 
are pufbllc knowledge. 

Challenges would have to be based on calculations showing that with a 
plausible cost structure and tlie existing taxes and cost Increase!; tor 
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Tabott the rate of export subsidization Is excesslver The plausible cost 
structure tm be taken frcn the lirportlng country's Industrial experience. 
The solution to the dispute will then consist of evaluating the respective 
cost strt>ctures/ If the exporting country can document that its cost 
'structure corresponds to the factSt then the export subsidy will standt 
slnc^ the Justlflcatlofi for the.subsldy Is to offset cost Increases In 
fact Incurred. The forura In which conciliation between Importer and 
exporter will take place Is a etatter fpr Intergovernnvental negotiation* 
but might well fit Into the GATT organizational frameworks 

Applicatlon^of th^ gener&IJzed compensatory subsidy requires the same 
cost structure information as the application of the generalized drawback* 
^and requires- in addition the availability of a set of shadow prices for 
the Inputs and outputs^ .The first of these elements can be obtained In 
the manner described above; shadow prices would need to be calculated by 
the government and announced publicly on an annual or semi-annual basis. 
Furthermore* the shadow' prices should be the same ones that apply to the 
government's own investment activity. Disputes could again arise regarding 
the cost ^tvucture; howevert disputes would aot be appropriate with^regard 
to the shadow prices unless the exporting government failed to use the 
sane shadow prices on tvhich export subsidies are based In Its own Investmeni- 
planning. Where there was considerable fear and justified reason to beMeve 
that the shadow prices were tilted to generate high export subsidies^ or 
were otherwise Incorrect* It might be worth considering the possibility of 
governments being required to ne^ot'ate the value of their shadow prices 
with a suitable International agency* preferably a multilateral one* Whereas 
such a procedure would appear to have the. advantage of an International 
setting of shadow prices. It does pose the problent of adopting a single 
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ifor1d-t«1de Methodology fcr the calculation of shadow prices and It does inp' 
some restriction on government soverefgnty possibly a restriction In excess 
of what govemmentsTMiuld find acceptable. ' ^ 

VII, Iw>11catlQns far the Adaptation of These Subsidy Proposals on the 
Productive structure of the Developed Countries 
The type of ^'^sldlzatlon deemed acceptable in the foregoing is exclush 
export subsidization conducive towards bringing LOCs' productive structures 
closer to the uncierlying comparative advantage of the countries Involved^ / 
a result* the changes In location of world production which they would brln^ 
about 1nf)1y an Increase in world welfare. It follows that Importing countrl 
should. cooperate fn bHngIng a]>out the adjustment process called for by thes 
'export subsidies. In order to further the welfare of the world as a whole^ 
niere Importing countries to resfst the changes In their own productive 
structures t«h1ch ire iniplied in a worldwide move to production consistent 
with cofnparative advantage* the effectiveness ?.nd desired result of the 
'export subsidies would be lost. Hence, cooperating developed Iniporting 
countries should provide adjustment assistance to those sections of their 
producclve sectors which require such assistance in order to be able to 
coAplete a reallocation process fn the face of Increased Import competition 
froni less developed countries. 

It should be noted that while the export subsidies of less developed 
countries produce a reallocation push in the developed 1nf)ort1ng countries* 
greater exporf revenue In LDCs will iniply a higher level of economic 
activity and a higher rate of growth, which will generate a substantial 
Increase in the den^nd for Import'^ from developed countries. Thus, the 
LOCs will not only produce a resource reallocation push In developed 
cormtrles but concurrently with that they will also provide a demand 
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pull tffect which itfll 'help absorb the factors ofk production released from 

tht, Wustrfes In which LOCs now become exporters Into Industries for which 

6tmni tr LOCs hts Increased^ 

Tlw rtUtlve speeds of the reallocation push and demand pull effects Is 

lUtly to be of aajor 1iif>ortance In detemlning the ability of importing 

developed countries to^adjust smoothly to a pattern of trade tnore In 

accor^nce with the underlying comparative advantage of all^ participants 

In world-trade^ Th« export growth of LOCs' non-trad1tiona1s will be 

detenMfttd basically by two features: 1) the amou>it of excess capacity 

available In the industrial sectorst and Its sUe In coniparlson to 

developed country 1>nporting ma'^ketSt and 2) the rate at which sales efforts 

will achieve penetration Into the linporting markets. Information Is' 

available on the first of these elementSt and indicates that considerable 

14 

potential supply Is available. Howevert gfven the relative sUe of * «e 
world's LOCs and the markets of the developed countrlest that export 
supply Is still relatively small. Regarding the effectiveness of the sales 
effort, little direct Information Is available^ however* the guess can be 
hazardeif that sales penetration starts at a low ^evel and gathers moment-im 
as It advancest with cumulative effects over time. 

The iiiport demand effect on the part of LDCs ^111 occur roughly at the 
same time as exports Increaset since most LOCs spend foreign exchange 
earned at about the same rate as It enters their Central Banks' coffers. 
It Is therefore probably reasonable to assume that an export promctlon 
effort based on either of the two acceptable export subsidy schemes 

• 

ScM1ows(;y Op. cit., 1976. 
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wuld have considerable impact in a five i-*ar period. This Implies 
rMllocatlon of resources In linporting developed countries at a speed 
v^lch Is cert&lnly In excess o^ tl>e natural replacement rate of machinery. 
Thertforet adjustment assistance needs to be provided fron the outsetf 
in sectors Ifi which It Is observed that LOC originating Imports are 
beginning to appear as a significant pairt of supply on the market* 
VIII. Conclusion L ^ 

International acceptance of export sul}Sld1zat1on by ldCs Is justified 
on two altematlye grounds: 

a) no export producer should be penalized for taxation of his 
Inputs; he should be allowed to compete on the unadulterated 
basis of his' own productivity. ^ 

b) production for e:cport should t^ke place t^enever marginal 
social cost in the producing country is below price (marginal 
utility) in the consuming country* 

The first Justification leads to international sanctioning of the 
generalized drawback; the second to sanctioning of the 9enera11zed 
compensatory subsidy. 

In order to minimize International problems and to further their own 
development endSt LDCs would be well advised to adopt compensated de- 
valuation as. their "base line** policy ^nd supplement with export 

subsidies as differentiation. ml9ht require. 

t 

rteither Impleinentatlon problems nor resolution of disputes seem unduly 
complicated, due to the public nature of many of the data Inputs going ^ 
into the construction of the value of any Individual generalized drawback 
or generalized compensatory subsidy. 
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A Coipitt>t on Daniel «. Scl^ydlowly's 
'Hit Sub»1^ and CouAt«rva111n9 Duties Negotiations and the Developing Countries'* 

8e1a Balassa 

The Oohns Hopkins University and the 
World Bank 

In his Interesting «nd Imaslnatlve paper* Mr. Sc^ydlowsKy inakes 
three recMM«Hta^1ons^ ffrst* to^ the e^ftent possible* dpveloplns 
coentHes should transfom explicit export subsidies Into Implicit sub*^ 
sidles -tHrough a coMpensated devaluation. Secondly^ exUtlns drawback^ 
sckHies should be 9«iera'iUed to off«t Uxes and tariffs on all direct and 
Indirect Inputs used In export productlonv Thirdly* a senerallied cot^en- 
. ^^ry subsidy should be applied to remove the divergence between the 
y Mrglftti social utility In consumption In the developed countries and the 
ntrglnal soclel'cost In production In developing countries^ I will deal 
itlth -these propositions In reverse order. I will then inake some recomnendatlons 
of €m* I 
A 6enen1iie<Lfi)mpfnsatorY Subsidy 

The proposal for a generalized co«hpensatory subsidy can be considered 
^ In two parts: attjustnent for the divergence between marginal social value 
tftd the World market price In the Importing developer* countries and adjustment 
for the divergenceHEetween marginal social cost and the world market price 
In the exporting developing countries^ Following Schydlowsky* I will neglect 
the difference between FOBf export and C^F Import prlc^ on the assumption that 
the price paid for transportation services equals the marginal cost of trans*^ 
portatlon. 
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M to the first of these divergenciest Scl^dlousxy advances the 
fDl1oi«1n9 proposltfcmsi "Udrld prices do not reflect consumer utlll^ 
whenever li^^rt 'duties exist In the major consigning countries^ Such 
Invert tjixatlon drives « wedge between world marginal social cost and 
coitsmr'mirglnal utility, export subsidies of.setting such iin|>ort duties 
are welfare Increasing and thus fully justified on world welfare grounds'* 
(pp* 187) 

While billed as a * non-con ventlonaV view* this argument represents 
th« textbook case f%)rfree trade based on the loss of consufter satisfaction 
due to tariffs^ In effect* Schydlowsky suggests re-establishing free trade 
conditions In the developed countries through export subsidization in the 
developing countries at a rate equal to the tariff imposAd In tho former 
9roup of cduntrlest so as to reduce prices paid by the consumer to the world 
Market leveK 

If export subsidies indeed reduced prices to the consumer, by the full 
aftount of the tariff* prices to producers in the developed countries icwld 
decl1r.e coamensurately. But developed countries can hardly be ex|>ected to 
countenance undding the protective effects of their tariffs fay establish1n9 
free trade conditions "through the back door,** 

Incidentally! concern on the part of the developed countries with 

* 

the application of export subsidies in developlnji countries has had little 
to dp with balance- of-payments deficits In the ^arly seventies or the oil ' ' 
price increase. In fact, exchange rate flexibility has largely elliDlnated the 
need for protection on balance-of -payments grounds. Rather, one should 
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«g^sfzc tht power of special Interest groups* labor and htistnesst fn 
liKtuttrlcs iMse coMpartttve disadvantage Is m>t offset exchange rate 
«dJustMMts, ts well «s the concern of political decislon-iMkers with 
nontcoiKPlc objectives and the probleois of adjustment to free trade, ' 

At the sAMe tinet export subsidies would fully offset tarlffSt and 
thus rtm^^ distortions In consumption In the Importing countries* only If 
^ certain cssuMptlons Ire fulfilled. They Include perfect cofnpetltlon as well 
AS Infinite export supply ele^lcltles In the developing countries and 
*^Njif1n1te elasticities of substitution between product varieties produced In 
developed and In developing countries^ 

These assuNiptlons are rarely fulfilled In practice. Thus* rather 
thtn the price p«1d by the domestic consumer declining by the full amount 
. of the export subsldyt there may be little effect on prices If developing 
countries have a small share In the \tor}6 market aftd export supply elasticities 
as well as substitution elasticities are low. In the extreme case* prices ,to 
consumers will reftain unchanged and profits of exporters In the developfng^ 
countries will rise by the full amount of the ejtport subsidy* 

Once we admit the possibility that domestic prices In the Importing 
countries nay not decline by the full anounrof the export subsliy* and 
Introduce con^tlng developed^counti^ suppliers* tfie analogy wl^l be with 
tht gefieral preference scheme rather than with free tr^de. Sct^dlowsky^s 
proposal will then be equivalent to a 100 percent preferef>ce tc ''^veloplng 
country exporters financed^ however* from the budget of the developing* 
rather than the developed* countries. The polar cas^s distinguished here 
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ire, those of Htrry Johnson: Price reduction by the full an)unt of the ptefen 
(export subsidy) or no price reduction at 

0>rrespond1t^1y* the well-known otii}ect1ons to th6 generalized 
preference scheme apply to Schydlowsky's proposal as k^IK To begin with* 
trt6e diversion may dominate trade creation. Also, wltli the^ovenent towards 
free trtde aatong the industrial countries* export subsidies would teo^Mrarlly 
provide coopetltlve advantages to the developing countries, leading to a 
resource tllocatlon that my not be sustainable In the long run. At the 
same tlwet In Addition to Its adverse revenue effectSt S^hy<l1owsky*s proposal 
Is open to objections on adnlnlstratlve grounds which again do not apply * 
to the geoeraV preference scheme; with tariffs differing aoio'ig developed ^ 
countries] export subsidies Mu^d have to vary according to the destination 
of exports. 

If Ve do fxft accept arguments for subsidization based on the ^ 
premise that distortions In qor^unptl^n In the developed countries i^uld 
be remedied thereby^ the question rec«1ns If export subsidization co^ld 
be ad^tteu on the grounds that'lt K'ould res^dy distortions In production 
In the developing countries. Such dIstortlQnSt resulting In differences 
between marginal social cost and the world fiarket price* are said to find 
their origin In differences between the narket and the shadow prices of 
prloary factors^ This proposal luy be queried frm the practical as well 
as from the theoretical point of view. 



6. Johnsorit "The Theory of Effective Protection and Preferences" • 
Ecommica * Kay 1969. 
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Sd^lowsky exhibits %<m un»se fn the face of practfcetl problems \ 
but he ptrsUU htverU^less^ tn hfs vior* the ''stMuJow prfce would need 
to bt cttctt1it<4 by the govenment anti announced pubHcly on an annual or 
SMt*imiu»1 besfSt* A(^> ^disputes would not be appropriate with regard 
t0 the sMdOH prices unless the exporf ing governoent failed to use the 
SM4 shadON prices on ithicfr export subsidies are based in its own investment 
pliiming" tp<i9*L 

Nov^ few^verfMnts of developing countries couslstently use 
shactow prices 1f> their investnient planning if they engage tn investntent 
iHamiin) U illt Af^t the surveillance Schydltiwsky suggests by '*a^ suitable 
^internet tonal 49(ficyt preferably a ntltilatei^l one in the event that there 
MS considerable fear and JOstifled reason to believe shadow prices 
were tilted toV9enerate high export subsidies, or otherwise Incorrect' (p*194)^ 
sKlltiit too Mjch^ confidencfe in the ability of these agencies to e^tim^te 
^<frrect shadow prices, tn particular, notwithstanding the reference to 
his very interesting paper on disequilibrium exch^ge rates» neither 
SchyptowsKy nor anyone, ^se has solved the problem of the consistent 
^e^ti^'tlon of shadow^ prices in t\\& pardal equilibrion framework that 
J% Universally appKed. 

An additional consideration is that the provision of export subsidies 
on the basis of differences between the, shadow prices and the market prices 
of individual factbrs ^uld not ^^vc the desired effects as far as factor usage is 
concemedt This is because resource allocation takes place in response 
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to market father than shadow pricest anfl hence> In increasing output In 
response to export subsidies >^^roducers will expand the use of all factorSi 
Irrespective ^f whether their shadow prices are below or dbove the niarket 
price. 

A more appropriate solution Is to <j1rect1y rmtdy distortions In 
facxor maHtets that give rise to differences between shat^ow and matrket 
prices. This conclusloh fs strengthened If we consider that In sefal- 
Industrlal countrlest which export manufactured goods* factor market dis- 
tortions are due largely to goverivnefit actions. Such actions take the 
fom of artificially lowering capita T costs through a policy. of low or 
negative real Interest rates> the su'bsldlzatfon of capital-Intensive 
public utilities* and low tariffs or free entry of capital 900ds as well 

as raising labor costs through social security legislation and restrictive 

- . ■ 
regulations that'^reduce labor mobility, 

A Generalized f)rawback Scheme ■ 

Having noted that* under international rules* "Industries trans- 

fonnlng Imported raw materials or intermediate goods into output tha^ 

would be exported have always benefited from a cefund of the duties paid 

on the inserted raw materials'* {p,182)» Sch^lowsky suggests that this be 

/extended to irvorts used In producing domestic inputs that enter into 

export production. In fact, this is presently the case as the relevant 

GAlTT rules have been Interpreted to relate to duties on both direct and 

indirect inputs; ^ ' 



^rovis^ons of Article XVI;4. Report of Uorkino Party adopted on November ig, 
IdGO (L/1380* GATTt 8as1c Instruments and Selected Oocunieht£> Ninth 
Supp1enient» Geneva » igGl> pp. 18G-7> para S, , 
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the sa«e considerations apply to Indirect taxes* International 
titles pcmit rtyunding Indirect taxes pafd on both dfrect anct Indirect 
Inmits'used In export production and these rules are widely applied. Thus* 
Indirect taxes on direct. and Indirect 'inputs are refunded automatically 
under the destination principle if value added taxes are employed* And» 
under the destination principle* refunds are made f or ^estimated indirect 
taxes paid at various stages of production also In countries such as Brazil 
and Hex1co» i^lch have cascade-type taxes. 

At the s^ tliie* refunding indirect taxes paid on direct and 
Indirect Inputs used^ In export production unUer the destination principle 
Is not a subsidy since li only re-establishes tax neutrality for exports 
and Imports. Note furl^her that refunds of duties and indirect taxes are, 
cunulatfveno there is fio danger that ojte of these would not be admissible. 

ScHydlowsky further suggests that' refunds of duties and Indirect 
taxes pn iiaterlal inputs be extended in the form of a "generalized drawback" 
to other cost itans. These include In^ort duties p^ld on capital goods* the 
Increased Interest cost due to the need for greater working capital to 
purchase goods subject to tariffs* as well as Increases in labor costs^ 
resulting from the fn^ositlon of tariffs on the goods }^por consumes. 

^Import duties and Indirect ^axes. on capital goods used in export 
production are covered by International rules in the same way as material 

^1a Balassa.and Hichael Sharpston* "Export Subsidies hy Developing 
Countries: Issues of Policy", Comnerclal Policy Issues, Ho. 3, Geneva, 

V1977 — Under >the origin principle, neutrality requires that no refund 
be madei nor are 'Indirect taxes imposed on Imports as under the 
destination principle. This aUematlve Is, howeveri applied In a few 
developing countries. . . 
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Inputs* hen<:e no changes are necessary on this count. In fact» most 
developing countries provide duty free entry and tax exeinptlons on capital 
equlptnent used In expof^t production. 

In turn* there are practical problems of estlcnation in regard to 
the Increased Interest cost apd wages due to protection. Furthermore* the 
question arises if "the game Is worth the candle", i.e.* whether the 
magnitude of these refunds would be aPpreCLlable in actual situations. This 
Issue ¥iU l>e discussed in connection with the proposed compensated devaluation 
schene below* 

Coiipensated Devaluation and'^the Alleged "laefflciendf" Illusion 

Schydlowsky correctly notes that* in cases when the official 
{or financial) exchange r^te applies to prfmary conmodltles. while tariffs 
are levied on manufactured goods* the exporter is subject to an implicit 
tax because he pays duty-inclusive prices on^his manufactured Inputs. He furthi 
clai.ms that th is "h as caused 'inefficiency 111usion''^to exist . 



jboiit^fhdustry in ll&ss developed countries. This illusion results: 
ffrom translating domestic ^industrial costs Into dollars at the financial V 
exchange rale and finding these costs to be substantially ^bove the price ^ 
of comparative imPOrts" (pJ79). At the same time* in SchVdlowsky's v1ew> v 
*Wh of that inefficiency k slmpl? the result of an Improper ccmiparlson 
by the use of an exchange rate that is not applicabT^i to the respective 
^costs'* (p. 179). 
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The fact that making estlrnates at the existing exchange rate 
oversj|ates levels of^ protection. ^nd>of Inefficiency^ has been known 
for tli^. Alsot estlitkfttes of net protection* adjusting fbr the 
41ffei^ce betiieen the actual and ttie free trade exchange rate, have been 
lejfor sevtral developing counti:1es.^icjlovever» these estlnutes show that 



It for "both seml-oamifactures and finished manufactures» and that all 
6 



t coihsfderabte degree of Inefficiency refnalns even after the adjustment. 

/ Sinltar results are obtained If calculations are made utilizing 
thejtarlff data for Argentina presented by ScMlowsHy* In the examples 
^Iven In Table 1» at the end of this cocmientt It Is assumed that material 
IniHits and value added each account for 50 percent of the value of domestic 
ou^ 

.ma^Wi Inputs are Imported.^ World market values for output and material 
, IntHits are now obtained by deflating domestic values by the tariff, 
j _ In the case of finished manufacttires» we find that adjusting the 
d^ne^tlc va7oe of output by the 218 percent tarfff and that of the material 
^hputs (semi-manufactures) the 109 Percent. tariff* we obtain an effective 
i^te of protection of 567 percent.. In turn» for semi-manufactures » which 
- Use raw materials subject to a tariff of 50 percent on Inputs, the result Is 
^4S percent. The high effective rates of protection thus ^K)1nt to a^con- 
Js14erable degree of Inefficiency In Argentine Industry.^ 



r^Cf^Bela Balassa* "Growth Strategies In Semi-Industrial Countries"* guarterlv 
/ JoiTrnal of Economics > February 1970. 

J S0ela Balassa; The Structure of Protection In Oevelofilng Countries * Baltimore » 
1 Hiryland. The Johns Hopkins university Press* 1971* Ch.*3* 

^ %o the extent that material Inputs are produced domestically ^t a cost exceed- 
' . Ing the Import pr1ce» the efficiency of domestic Industry will be overstated. 

It may be objected that part of the high effective protectii^n may be du^ to 
excess profits. Argentine profit rates are not sufficlentty high, however* 
- for this'to be an. Important consideration. 
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The nimerlcal magnitudes are affected* but the general conclusion 
refulns unchangedt If we follow Schyd1owsk>' In making adjustments for the 
effects of protection on waoes^ To take the case most favorabU to 
Sc>Vd1cArskVt ft will be assiMied that value added consists entirely of wa<Tes. 
In turot kfages.are assumed to be spent In equal proportions on foodstuffst 
finhhed manufactures^ and services* where the latter consist largely of 
waoes and can be disregarded. Now, with a percent expor^^ tax on 
foodstuffs and a 218 oercent tariff on finished manufacturesf the average 
duty on goods consumed bv labor will be AZ percent. 

Corresoondlngly* In addition to the 1^.7 pesos tariff reimbursement 
on material Inputs* doniestic producers of semi-manufactures will now receive 
a 14.7 pesos relmbursaient for tariffs imposed on the goods ^bor consumest 
totalling 3L1.4 pesos. This compares^lMlth 5^,2 pesos, the absolute differences 
between ^dbmestlc an^ Import pAcis for semi ^nuf act ures Indicating an 
excess coft of 20.8 pesos overhand abo^.the^^rlff reimbursement. The 
'same conclusion applies to finished manMfa^ofures where the total amount Of 
tariff reimbursement will be 40.3 pesoS^^and the price difference^ 
pesos, with an unrelmkuirsed excess, cost of pesos, v 

Let us consider Jj^BKt the eff^ ^f a compensated devaluation on 
the numerical results. Taking Sc^ycUuw&ky's example of a ^50 percent deval* . 
jiiatlon accompanied by a corresponding reduction in tariffs, tariffs on ' 
material Inputs wilt disappear In the. case of semi-manotactures so that no ^ 
refunds will be required on this count- And> with a 39 pe):<ent export tax ' 
on foodstuffs* adjusting for the cost of goods consumed fay labor will 
require an additional tax of 3.1 pesos rather than a refund.^ Bycontrastt - 
the excess of domestic over world market prices is pesos, 

I - T 

fortlorit th^ same concloaion applies to indti^trie's that use foodstuffs^ 
as inputs. 

210- 
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Thus* notwfthstar>d1r>g the decline In effective protection from 
245p«rceRt tol30 percenti the excess cost of domestic production has 
fncmsed froii ZO^Spesos to 31.4 pesos following the compensated devaluation. 
Hkt sMe conclusion applies to. finished marmfactures where the effective 
ntt of protection has declined fro«5&7 percent to 346percent while the 
excess cost of dOMstlc production has Increased frotn 27.8to41.g pes^s. 

It appears* then» that while adjustment for a coiiipensated devaluation^ 
lOMtrs the Measured effective rate of protection* I.e. the percentage 
excess x>f domestic over wor^d market value added* It Increases the measured 
excLSS cost of domestic production In absolute tl^rms. And -while too much 
SItould not^be read Into the comparisons of the r^^ults without* and with* 
co«pensate<^^va1uat1on> the existence of Inefficiency Is nevertheless 
epparent./^-'^ ' ^ I 

This Is not to say that a con^ensated devaluation would not be 

desirable. Suggestions to this effect w«jre made by the present author In 

1966 for the safce of Improving the competitive position of nontradlttonal 
■ p 

exports In the developing countries. More recently* It has been recornnended 
to combine a cofl^nsated devaluation with Import su^1d1es»,.a possibility 
i*1ch SchydloHSi^y apparently excludes.^; 

Note further that over "Che past two decades jseveral developing 
countries havef carried out compensated devaluation^ with favorab'ie effects 
4>n their nontradltlonal exports. There have ?lso been cases of explicit 



^Cf. 6eU 6a1assa» "integration and Resource Allocation In Latin America"* 
piper presented at a Conference on the Next De^do of Latin American 
Developfnent held at Cornell University In April 1966 and at the Conference 
on Strategies for the Foreign Sector and Economic Development held In ^ 
Buenos Aires In September 19^. Published in Spanish In Comercio Enter1or > 
September* 1966 and In Estrate^las 6e Industrlailzaclon Para La Argentina 
(Narie Brodersohn* ed.j> euenos A.lres> Institute Torcuato dl Tellat 1970. 

^Bela.Balassa and Hichael Sharpston* "Export Subsidies by Developing 
Countries: Issues of Policy", op. cit. 
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Imf^ subsidies for foodstuffSt thereby reducing the cost of goods labor 
conswnes leoderatlng wage cTalntSt which would have adversely affected 
the competitiveness of exports. Also* export subsidies over and above tax - 
and tariff rebates have come Into uset leading to further Inci^ases In 
non traditional exports. Thist In turn, brings us to the question of the . 
economic justification of export subsidization In developing countries. 
Export Subsidization In DevelQ£ln3_C0untr1es 

We have seen that t})e proposed generalized compensatory subsidy 
Is open to objections on practical as well as on efficiency grounds. 'In 
turn* refunds of taHffs and Indirect taxes Paid on InPuts used directly 
or Indirectly In export production are acceptable under International rules 
and have been used by most developing countrieSr At the satne timet refunds 
for tariffs levied oif goods consumed txy labor may not amount to mucht given 
the tendency observed In mai\y developing countries to keep down tne cost of 
living by* the use of subsidy measures as ^11 as the 1ncrease<l reliance 
placed on compensated devaluation,. And, as tariffs continue to be used in 
developing countrlest and show a Pattern of escalation from lower to higher 
levels of fabrication, tariff refunds on Inputs fail to eliminate discrimina- 
tion ^against exports and In favor of in^ort substitution.^^ 

Such discrimination Interferes with efficient resource allocation 
and it has been shown to have adverse effects through the expansion of 
high-cost Import-* substituting industries, the loss of economies of scale, 
and Inadequate speciallzatlont eventually leading to a slowlng^down of 



^ It will be recalled that the refund of Indirect taxes under the destination 
principle Is not a '^genuine"" subsidy* rather* it re*cstabHshes tax neutrality 
for exports and for import .subs^titutlon* 
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•conoiric 9ro«fth. Converselyt counvrfes that have provided equal Incentives 
to txports «nd Inport substitution In the nt^nufacturln^ sector have exhibited 
a rtpid 9rMtb of exports and GNc 

^ Wille the provision of e<|UaT Incentives to exports and import sub** 
stitvtlon In the Mnu1^ctur1n9 sector of the developin? countries Is Jus*;1f^ed 
on efficiency 9rorKJs> international rules are asymmetrical Jn the treatment 
of the tuo^ Thust Mhlle li^wrt protection Is considered to l>e In the 
purvleie of every country* ImportliiQ nations may employ retal iatory measures 
1n eas«s,)riiere export subsidies have been granted. 

The a^metry is not warranted, howevert since Import |>rotect1on 
and export subsidies are synnetrfcaT In their effects on the economies of 
foreign countries; they favor domestic production at the expense of foreign 
Industry that iHII \m adversely affected In Its export or In it's own donestlc 
awrhets. Accordingly^ the question of export subsidization becomes part 
of the broader Issue of preferential treatment to manufacturing activities 
In th^ developing countries. 

Such treatment Is iiarranted because manufacturing activities 
proyt\4^ ^1a1 benefits In the form of , the ^'production'* of sklTTed labor 
and technological change that are not fully captured In'the entrepreneur's 
profit calculations. There Is^a differerkce in this regard between n^nufacturlns 

t 

llCf- Sela Balassa't " the Structure of Protection in Dev e loolrtg Countrie s,** ch* '4- 

^%f* e,9* Bela fialassa, "ESport Incentives and Export I>erformance In Developing 
CountHes: K C^)inparat1ve Analysis", Washlngtont O.C., Uorld Bank Staff 
yorking Paper No. 246^ January 1977< ^ 

r 
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ind tgrlculttiral actjvltius as the latter g«ieral1y use less skilled labor 

ind» moreover* technological change Is promoted chiefly b> agricultural 

statiotts rattier than by Individual fams. And» although Ideally preferential 

treatnent of nanuflcturlng activities should be provided by production 

subsidies* these are not practicable in most developing countr1^<; because 

of thefr limited capacity to raise taxes* so that a coait>1nat1on of 1nfK>rt 

13 

tariffs and export sutjsldles v^ould need to be used Inste^d^ 

While Inport tariffs cm exgort subsidies on manufactured 9oocIs 

produced fc>y the developing countries are warranted on econ9:;.1c Qrourost 

It wo^ild be desirable to limit the extent of export subsidization^ so as to 

issu^e^that developlnf* countries do not employ excessive subsif}i&s that , ^ 

distort co«|^t1t1on and* Involve an economic cost to th«n. I ^?ve elsewhere ^ / 

suggested that this be doire'fay adopting International rules to HtqU the ^ 

accept&ble rate of evport subsidy te tb average tariff on manu(^actu:ied 

14 

1i^>ofts In the exporting country. 

t- 

Thls proposal represents an application^ of„ the *'mar1(et principle" 
by providing equal Incentives to exp,orts and Import substitution In the 
manufacturing sector o^-each develoj^lng country. At the same t^me» the 
necessary dat4£ are easily ascertainable from the customs records of ai\y 
country* Thus, average tariffs can be calculated as the ratio ot-taHff 
revenue to lotport value. 

__i t . 

l^for a detailed discussion, s&e Bela Balassa "Reforming the %y%tm of 
Inc^ntlus In Developing Couritries^t World Development s 'June 1975 — 
RepuDli^ned In B*!^ ;;atassa» Polio/ Reform In Developing Catfntrles t 
Oxford, ^^rgamon Press* W7f ch- 1. 

1^ Bela Balassa ard Michael Sharpston^ "Export Subsidies by Developing Co'jntrles: 
Issues of Pollc,!** op. cit. " In the same paper, the application of Internationa 
niles Is proposei* to exclude particular products and countries showing evidence 
of superior coitipftitlveness from the scheme and to adniiM«ter Injury provisions 
In cases that fall outside the scheme. 
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It hts been objected that countenancing export subsidization In the 
Oevfloping countrlts iMOUld reduce pressures for tarUf reduction ^n these 
countries. Experience Indlcatesi howevert that In practice the opposite 
his Iwtn the c«se^ Thust fay easing the foreign exchange constralntt export 
siibsldiiitlon has pemltted developing cojntrles to liberalize Iniports as 
titty are now able to a^vold excessive Import substitution^ This conclusion 
at^plles to countries In the Far Esstt such as Korea and Taiwan In . 
Utfn Anrfcat such as Brazfl and Cdloinbfa^ 

Finallyt It should be eniphaslzed that, since developing countries 
tend to spend the entire Increnvnt of their foreign exchange earnings* 
Increased exports due to export subsidization will give rise to Increased , 
T iHiports*.' Thust the acceleration of economic growth fn th^se countries 
led by exports will benefit the developed countries through the expansion ^ 
of export fndustrles where they possess comparatlye^advantages* At the 
sane tlMt through an Intensification of assistance to Import-competing 
Industrlest t\ie problems of adjustment could be reduced. 
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UMiiy mi Cduntffv«fHng-Duty Negotfitfons ind the Developlns Countrfes 



' Nitthcw Kirks 

lfentf«r» Hurise ind Uhlte 
, Attomeys-tt-iiK 

I think before sUrtfifg* I should »y something about i^y background 
btcuis* t ht¥t hHrd tht heavy economic coloration In every^lng that has 
b$m said hert^ I a* not an econonlst; l an a lawyer^ I have had mny 
years '"rtsponslbtUty for administering the Countervailing Duty law In the 
Tmsury OtpirtiMnt^ I also had experience In GATT discysslonsi representing 
tilt Uftfttd States^ Hy coamnts arc going to be colored by this background. 

The thesis <^ Prafes^or Schydlowsky's paper U that a^ theoretical 

I 

ce«p«r*t1ve' advantage should be calculated for each developing countri^ based 

* y a) cojt £tructur^S4 

b) levels of uxatlon of Iroports? 
cl repercussions of Uxes on the noialnal wage leveK 
^ £ach developing country should be allowed to subsidize Its exports lo 
>the extent that the subsidies are consistent with the country's theoretical 
cQMparatlve advantage^ Importing countries of the developed world* In making 
the f>tcessaty Internal sdjustn^nts to these subsidies* will further the 
wifare of the world as a ithole. 
* . A TAmhtr of coments can be nade with '^ard to this thesis; 
1, llilted^ Concern of nations In Vorld welfare 

Ifliporting countries of the developed world will be prepared to 
' ''take Measures to further the welfare of the warld as a whole only to thfl 
extent that these measures are not Inconsistent wl^h wtfat these Ijoportlng 
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cowfitrfes dem to be their tm welfm^ Developing ccuntrfes ^re Mt^CMUe 
^'COf^eriMd pH«ir11yT if not entirely* with their own welfare. 7o nut It 
blufttlyv the interests of developed and developing countries In Norld 
*itlfir« strictly clrtunscrfbed* I highlight this very ot>v1ou5 fact 
bic^us^ of its Importance to the Hultlleter^l Trade Kegott^tlons. They 
tdll succeed only If they ^re premised on reality. 

2* Obstacles to Mitlons Seeking to Advance Their Own Welfare 

£ven the concern or nations for their own welfare Is circumscribed* 
Examples arc: 

a) the umdlllngness of developed countries to sub<n1t to required 
*--econoai1c disciplines^ such as restraint In the use^f enc<^: 

b) the failure of even relatively wealthy developing cogntrles to 
take steps clearly In their own interest to rsake foreign 
Investment attractive* this Is hl9hll7>ited In an article In 
the Washington Post describing the current scene '^n Nigeria J 

3*. teed ^or Discipline of Harket 

Discipline Is required for both developed an^ developing countries 
to act In their long-tern self -Interest, Hqpeftilly* the \o**9-terra self- 
interest of nations will be consistent vlth »^r1d welfare. This discipline 
Is rarely se If -genera Hng* The exigencies of the riarkctplace. although soew* 
tl«es Trutal » force such a dtsc1p11n<^ on nations who wq'jM nOt» of their own 
volition, sobalt^ 

IC febnwry'Zl* 1977 
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^ 4* Hould Moptlofi ttTf the Sdirtlwky fiiesls Undcrmicve 



Disclpl fne 



^ of tht iLrktt? 

♦ 

I fMr thtt to^fon of the U»sfs outlined fn the 'Schydlousky 

1 

piptr iml4t rttird the KonoMfc adviiiee bf developing countries by {delaying 
thfir Adaptation to tht realUfes of the marltet^ Scr€ened mm reaMty by 
fntarMtfonil occeptance of export subsfdfes* developing countries 7ose 
vhltevtr 1fK:iAt1vt they itf^'-ft othentfse have to cwpete effectively \h the 
Inttmationti wrltetpTace^ 

5* OthacLDUniatives fo.T-Ihcreasfng Trarfe of OeveloPfng Countries 



rt muU be a Mfstalte to provide the Hu1tf7atera1 



Trade Negotiations 



for t blanlttt ^caption atfecting exports of developing countries^ If : 
tfcanptioits aUOKlng developing countries to utlllzei export subsidies are 
drawn too broadlyt the larger and wealthier dt^veloping countries h/i1 
<Hilcl:ly drive the i>ocrer countries to the wa7K* 

It should l:ept In mind that ^ tax systen Is requfired to finance 
export subsldleSi <nd the 7argert wealthier developing countries are far 
better abl^r than the poorer countries to finance such costs^ The Hulti- 
lateral Trade Kegotlatlons will hopefully result in the delineation of 
pirtlcular circwstances which warrant special exenptlons^ Any exenptions 
granted should be temporary and suhJect to review for renew^K They should 
^taU into account competition among the developing countries for export markets^ 
Tliey shoi^ld provide for a "graduation" fonnula^ The more successfu? a 
developing country becomes In Its expor't salest the less ft has need for 
report to e)f«nptlon froa norm} GATT restraints on export subsidies^ 
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Ambassador Harald Hajrogrcn in an «Siy entitled "International Order for 

PifbHc Subsidies" * prepared for £ meeting In GellagiOv Italy* sponsored 

the Trade PoHcy Research Centre In June 1976 , highlights still another 

essential point for the Hultflateral Trade (negotiations which has not been 

adequately grasped to date: ' ^ 

"Stabll^lng and making predictable th^ rules of the game 
by iihlchrthe more developed countries function should be 

the first priority of the developing countries 

The issue of special derogations for developing countries 
should be vfe>*ed as a matter of secondary priori tyt in terms 
of its economic value to them." 

6. Coftcl usfons , » 

We should not accept subsidies lightly.. In the language of Ambassador 

FtolRi$r€n correctives which appear to tie helpful » tend in the loqg-tenn 

to lead to economic distortions which become capitalized and exti'emely 

difficult to eliminate. 

>' 

Finally* since the Multilateral Trade flegotiations will succeed only* 

« 

if based on political realities* let us not forget the problem of the 
individual producer in developed countries. No matter how efficient he 
jnay be, he is' not In a position to compete effectively against the subsidy ■ 
resources of a foreign govemmentt even that goverrunent is.e POor 
developing countrjTi 



Z 

Karald Malmgr^, ''International Order for Public Subsidies'*! a Thames Essay 
tf the Trade Policy Research Centre* London* 1$77. 
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REPLY AND DISCUSSIDK 
OR. PHER K^NEN; Thank yout Hr. Narks. Oan* I MOnderjlf you would like 
to reply now op wuld you rather wilt until we have questions from the floor? 

OH. SCHVOLOWSKV: I Miuld like to respond nowt i^He the points made are 
frtsh In everybody's mind. Let me first respond to Belt's comnents. I £1iauld 
begin by saying that I am ^delighted that he shares view that export subsidies 
lOf IOCS .are justified on economic efflclencyt not only equltyt grounds, 
^furthennoret he shares iqy liking for a generalized subsldyt although he differs 
on size And Justification for It, 

8ela does not like a subsidy to co^^r the difference between narglnal social 
cost In the LOCs and mat^lnal social utility In the Importing DCs because; 
(t) On the demand side the General Preference Scheme would^^e superior and In 
any case '^trade diversion may dominate trade creation*^ and (b) on tfie supply 
^subsidies will expand the ^se of factors i^se shadow price Is beTow the 
Mrket Price as well af the use of factors when the opposite Is the case.** Hte 
«1so cites Ifliplementatlon problenis. ^ 

I will treat these objections in turn- On the demand side* two things can 
occur as'a result of an export subsidy: (1) price In the Importing country can 
fall* with the c*onsequent Increase In consumption and reduction In dodestlc 
'output; or, {,11) Price st^ constant and there Is only a reduction In domestic 
output. Thenworld welfare effect of any increase In consumption Is clearly 
^positive. The world welfare effect of a displacement of DC production by LDC 
production depends on whether the oiarglnal, social costs of LDC production are 
lower or )i1gher than the maisglnal social costs of DC production. I would 
venture to s^ that under nonnal circumstances (I.e. , when DC econoniles are 
at nonnal levels of emp1oyinent).marg1nal social costs In LOCs are well below 
^those of DCs. In the current stagflation this conclusion is more questionable; 
however^ I think that It holds nonetheless. Heijcja^world welfare would be 

t . 

^ r 
f ^ 
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increas^ both by the increase in consumption and by the displacement of OC 
production. . ^ ^ 

^ What then- of the superiority of the Gen'eral Preference Scheme? Of 

course it is better to have a subsidy on LDC exports financed by the 

if 

fmportln^ developed countries than ^ the exporting LDCs! Howeve|f» this 

applies- i»t only to a subsidy equal to the importer's uriff but to any 

J* 

subsldyt Including the one BeU himself espouses. ^ . , 

On the other hapdr-I do not find the argument that trade diversion may 
dominate trade creation at all convincing and the reason is that while trade 
diversion may donitnat^ftt market prices t that same trade diversion viiH be 
found tQ^be iiorld welfare augntcnting at shadow pr.ices» to the extent that 
marginal social costs are lower In LDCs thSh in DCs. 

Qela's argument on the supply side Is a conventional appeal to adopt a 
first best policy. HhiTe LDC factor prices remain distortedt however, second 
best remedies come Into their own. Hy proposal is avcrwedly second best In 
kind: Expanding the use of a factor bundle of fixed ^wnposition that in ti^to 
. hds^iiarglnal. ,soc1a1^cost below the utility it generates is welfare creat1t>g 
notwithstanding the fact that expanding factor use non-proportlonately would 
be even more welfare auginentlng. The best may be the enen^ of th^ good». It 
does not therefore make the^good Into badi 

Regarding the implementation problem, l^am a great believer In the power 
of jthc carrot. Given an incentive to do sot many govenwnents who tSo not 
now use shadow prices In their Investment planning will begin to do sotthe 
international agencies will further sharpen their skills and economists 
will more generally share my conviction that shadow prices can be 
consistently estimated. ^ ' 



Let nte now turn to Belays coiivnent on proposal for a Generalized 
. Drawback, flere I am afraid that he has misunderstood me. I proposed that 
the refund consist of " all ejicess costs conqiared to the free trade situation 
at the existing exchange rate which results^ from the Imposition of trade 
taxation on impoHs and expor'ts '^(underlining added). In particular the 
. drawback should include not orhly tariffs paid on direct and indirect imports 
Jbut also the increase In the cost of tlontestically procured inputs that have 
gone up in price as a result of trade taxation. Those cost increases» 
although tariff caused* are not covered by current GATT rules. 

Mow let me turn to the questfon of the "Inefficiency IIU^ on" and niy- 

proposal fCr a Compensated Devaluation. The first thing I s rould like to 

point Out is that there fs a very important difference between the cost 

exc^inge ntes of the various sectors and the estimated free trade exc'ianoe 

rate. Heiipe the adjustment for general overvaT=uation in*the studies Bela 
I 

refers to does not correctly adjust for the use of a wrong eK<,hanae rate 
Z" 

. In cost coniparisons. ^ 



I . ^ 

BaTassa, B. "Growth Strategies in Semi-industrial Countries", guarterly 
^ Journal of Ecj>jomics > Feb** 1970* Balassa. fi Associates, *' Tjl_^ Structure 

of Protection in Oevelop^ng Count_r ies» Baltlrnore, Hd: Johns liopkins PresT I97I. 

Z . ' . ^ " " 

For a careftil-'^irical calculation of such rates see Berlinsky* J. and 
O.H. Schydlowsky; "Incentives for Industrialization In Argentina'** 
Occasional Paper So. U Center for Latin American Development Studies, 
Boston University* to appear in Balassa fi Associates* Development 
■^j^r^L^^l^s in _Sflgi-lndus.trial lied C^urttrie^s ^ forthcom1n9. 



The second fundamental fact I should like to point out Is that the 
Inefffcfency illusion can and does coexist with real inefficiency* ^This Is 
presunably the point vihlch Bela Intends to make with his table irt^ere the 
strong reduction in inefficiency Illusion due to 50% compensated devaluation 

V 

Still leaves a high level of effective protection in place. ^However 
efflclMcy must be measured by valuing domestic factors at shadow and not 
at narket^ prices*, thus the social effective rate of protection (= direct 
domestic resource cost of foreign exchange minus one) and not the effective 
rate of protection as usually measure^ Is the appropriate 1nd1<!ator of 
efficiency- As a resuH* nothing can be cohcluded from Bela*s table regardi 
real Inefficiency- > 

I should also clarify the Increase^ in excess (mon^) cost of domestic 
production which BeU clalnts to find ds a result of a compensated devaluation. 
The simple explanation Is that while tho absolute atmunts rise (due to the^ 
50$ devaluation In the financial rate) t^e percentage of excess (money) cost 
to output cost at world marlcet values st^s constant at 44{£'for sani-manufactt 
and BgS for manufactures (after allowing for rounding errors in the stable), 
Such ^Constancy is not surprising since a fullv compensated devaluation leaves 
all domestic relative prices unchanged, , ' 

Thus 1 must say that 1 fully agre^ with Bela that "too much should, not 
be read Into the comparisons of the results without and' with compensated 
devaluation" (p Zm ), tiowever. that "the existence of inefficiency is 
nevertheless apparent*' (Ibid) Js by no means 'clear from the tat^Je as It 
stands, y 



See Balassa* B^ 3nd D. 3chyd1ows(;y> "Effective Tariffs* Domestic Cost o 
Foreign Exchange and the Equilibrium Exchanq^ Rate"* OPE* June lg66» also 
Balassa, B, and 3chydld^sky» '^taestic Resour4eTos^ and Effective^ 
Protection Oiice Again", JPE,Oan/Feb. Ig72. ' ^ 
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Despite Ms fbregoing <rgumefitat1on>^J)Oweveri I am pleased to note 
thit 9eU fft\s conpensated devaluation to be desirable and points out 
tliat It has been successfully used fay sou« countries^ 

\ 8^U also reconnends export subsidies, palbelt- only on infant Industry 
and externalities grounds^ I an a^t puzzled at this position m view of 
Ms earlier arguntents about the confiscations of calculatfnti shadow prices. 
SureTy the Quantification problems involved In Infant Ittdiistry and external* 
ity protection are fwthing short of formidable. > 

8ela*$ concrete r^ofmendatfon to Hmit the subsidy rate to be below the 
ra^tio Of the subsidizing country's tariff collections to imports will 
renUer it virtually ineffective. He know very. welt that an ^ovm-weighted 
import index is a downward measure of protection. Hence Bela*s avowed goal 
of symtry %nu)d no^ be achieved. Moreover the M»rse the balance of payments 
tituation* the higher the protection of products other than food and fuel, but 
often the lower therefore the tariffs on food and fuel. If these two icattgories 

^ absorbed BOX of import expenditure and had zero tariffs, the subsidy would be 
restricted to 20t of the tariff collections on the remaining imports (capital 
goods? essential raw materials?). Mhy such an export rate subsidy ceilincj would' 
effectively keep the country from generating exports can clearly be seen by 
recalling the excess dtimes^c cost figures from Bela*s own Table 1. 



For clarity's sake it should be pointed out that a compensated devaluation fs 
not simply the devaluation required by any arbitrary reduction in tariffs to 
maintain the balance of trade constant; it is a carefulTy balanced and offsetting 
movement of tariffs and exchange rates designed to make non*traditional exports 
more competitive while keeping domestic prices constant^ The balance*of* trade* 
wlntainln^ devaluation ha^ ivkleed been known for a long time and it is this 
type of adjustment touched on by Balassa i^t his 1966 paper (See Balas^a* B. 
^Integracion Economica y As^ignacion de Hecursos en Amefica Latinat f1. Brodersohn 
ed* Estrateqias di Industr^aTizacion para la Argentina , I97D. pp+ S3, 73) 
Compensated devaluatfon was oroposecf as an export promotion policy independently 
in the mid ig6b's by f1. Dtamand of Buenos Aires (See^ '*Proyecto de Hodlficacion 
de la £structura Arancelaria-Cambiaria" (mimeo) Ca.>nara Argentina de ftadio* 
^ Televisiont Telecomunicaciones y Afines^ Sept. 1966) and in 1966 fay inyself 
* (See "From Import*Substitut^on to Export prOfnotion for Semi Grown*Up Industrte^i 

A Policy Proposal'; JoOlraaL-aLS^vel^ptnent Studies. July 1967). 

'' . ■ .1 
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90¥ let me turn briefly to Katt's interesting rcjnarks. I fear that he 
views the )bJtnatera1 Trade Negotiations as a "zero-'sum game" (What one galnst 
anolher must lose)^ Yet wh^t comparative advantage theory tells us is that tra<t^ 
expansion can be a positive sum garne. In the attcnpt to maximize that 
positive sum and distribute It fairly, export subsidies have a constructive 
role to play. ^ * " ^ 

Moreover the ''erosion of discipline** caused by eitport subisldles Is 
contradicted by I'ecent experience, as Bela has correctly noted: Countries 
liberalize their Import trade more easily as a result of export success 
than as a prelude to it. Thiis if we want import barriers jn lOC^ to come 
down* we should back the export supportsl 

Finally, there Is the question of equity between LOCs+ First of all. the w 
marked Is lairge enough for crowding out between LDCs to be limited to a^very 
few (pods. Second, as LDCs succeed in'exportlng* their hojite markets qrow 
thus offering new opportunities for export on the part of other LDCs as well | 
as PCs^ Hence LDC export promotion ts M)rld market augmenting. Finally, the 
finance for these export devices can be provided by each LOC Itself out of the 
tax revenue which the higher level of Its domestic activity will orovtde for It, 

, DR. K£N£N: Let us turn directly to convnents and questions frcm the floor foi 
the next fifteen or twenty minutes. 

MR. LOR£tlZ0 PEREZ - Agency for International Oey/^lopment: 1 share the 
concern of some of the discussants about Prtffcssor Schydlow£ky*s Idea of 
proposing a compcnsatcry subsidy that is needed because of the policies that 
the LDCs are following. It secns to me we arc taUJnq about defending* on 
efriclencV grounds» special and dirferential treatment In the use of subsidies 
, by developing countries. If this Is sot we should be concerned about what is 
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tto CMM of tlMtt mrtet distortions thtt we are ttyino to correct by 

' I ^ 

^^lug A ctt^timlory subsidy^ Hencet I wonder If It would not be wiser 

ttat tffi^onry use of subsidies to correct these distortions^ 



ttt4 to imt sortvOf MChtnlsn by fHlch the LDCs win change those policies 
tint «rt9lMl1y Mdt the subsidies, necessa% 

lit. COMSTMTINC KICHALOPOOLOS * Agency for International Development: 
cawwentt Art addressed to Hr. Hirks );>ecause I heard him say that In the 
conttxt of the KTKt ht could envision a situation under which special 
tiiOi^ttons can ba Mde for the deve10t>{ng countries. The paper presented 
^ Son Schydlowsky presents one case on the basis of which such exemptions 
can ba iiC4t* Professor Salassa has Indicated a modiflcajtlon on that 
particular bosis of exemptions. I i^as wondering whether It ^'s Hr. Harks' 
view that this basis for making the adii^stment Is a proper ^ne or nott and 
If It Is not what other basis for exemptions should be made* and how could 
that be adilnlstered? Thank you. 

OR. KinVii Are' there any further ccuments and questions? 

m. PETER SUCHHM * Deputy Assistant Secretary of the Treasury; I am 
Mr^ Harks* successor and I also have a bit of experience In dealing with , 
some ,of the ilmt probleiihL that he has encountered. Iher^orc* my comments 
my be colored In the same oinctlon as Hatt's. 

I an terribly concerned with the adm1n$strabt1fty of the program as 
suggested In the Schydlowsky paper. I think* that as Is the case with m&ny 
of the works In this area that I have read* the authors tend to forget that 
these prograiQS they are suggesting have to be constructed within a legal 
fnMWork» especlallir a domestic legal framework. I think U Is totally 
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ufiretlfstlc to suggest tfidt the Unites! States Congress ^leaving a^ide tor the 
womtnt the £xecut1ve%ranch* l5^1ng to agree to accede to rules regarding 
subsfdffs fn International trade, of an fnternational bodyi whether It be ihe 

IHF or 6ATT or the .Therefor€i we are 90lng to be Ijft ufth-son)^ kind ^ 

\ , 

of law to «<ln1n1ster In this country; ahd 5fnce the United Statp^ has the 
singlet largest tinffle^narket for'the developing countrlesi the question Ist. 
what should tha4b«3 

I donotthink the kind of proposal fnade Is acbntnlstrable * I do not think ^ 
that we could, legislate) In acceptable Constitutional termst standards tfiat 
are based on rather vague economic concepts such ^s shadow prices* vmlch 
administrators could apply and which would be upheld by the courts^ And soi 
I think* that has been one of the problefns^th the literature In this area 
In that It has notbeen based on acceptable legal standards for administration. 

Secondlyi the other problem* that Matt touched ont -is the need to 
disaggregate the do^nestlc effects of foreign export subsidies. It Is all 
well anil good to look at the macro effects and say that you are Increasing 
world welfare; butt as a ntatter of facti If you just look at footweari for 
Instance* and look at the coinpositlon of the domestic labor force in this 
Industry* you are dealing with more than 50 percent women, with workers who* 
fbr the most parti are either under 21 or over 50i and with many minority wo^'kers 
In essence you are dealing with the marginal labor force, ihese are people y. 
n^ho donothave a great deal of mobility* so one has to consider |:he social costs 
Incurred In the developed country^ as a result of following these kinds of 
programs. ^ / 

Finallyi I would just urge those who are proposing such programs and. 
reall^ believe them to be easily acceptable to talk with the people In 'the 
Congress and get the reaction that they have to such a proposal. I think 
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^ iKt acsfpUblll^/tt lust fn this countryt Is zero. It [nay£*«ffM)s$ib1e that 
CengrtsS^I^ accept special and differential treatinentt butt It Is goln^j; 
Ur, tavt to be explalnedi In lio^n^s terms, to the 535 members of the Unlt^. 
$UtfS Congress. * ' 

ii^ " DR. IKOIENr If therc^are no' further questions or cormentSt 1 will first 
9%k Oin for Ms reply to some of these cootnents and q^estlonst after which 
.1 wtll ask Bela and Hr. Harks for their further domctents. 

OR. SCHYDLOWSKY; iet me go directly to a fuLlantental point, the distinction 
bctMen first best- and s^ond best. I am quite certain It has been pn a lot of 
your ninds why offset a distortion^ rather than getting rid of It? There Is 
a lot of literature In the field which says that we ought to attack the root of 
ti)t problem. In spite of thist there exists a proliferation of alternatives 
ulth rankings of first* ^kondt thl'^rdt and "nth*!! best. 

Mow here 1 side with Peter Suchinan. Economists and others have been 
'preaching. to the world to adopt first best solutions for at least a hundred 
years. If not Icmger almost certainly* longer. But It Is awfully difficult 
to get people to do It far a variety of reasons**sane good^^son^ not so good. 

Ut need to do something whlcF^ Is feasible* and 1 may not have satisfied 
Peter*s views as to^what Is feasible; but 1 still think that It Is a lot 
better to propose second best soluelonst than to fruitlessly attempt 
eradicate problents at their source. 1 think If we went to the LDCs or anybody 
else and told thent to 9et rid of their minimum wager and free their financial 
markets completely^ fay getting rid of tariffs and any other distortions they 
might have, th^ will thank us very politely* If th^ are gracious^ but will 
shoW'US to the doorV Such a mental exercise serves to focus our thinking 
toward developing second best measures which compensate for existing distortions. 

\ 
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Htm Lorenzo ?«re^'s Idea* I think Is very Interesting-* to adopt those 
ttm^r^ry second best measures that gradually lead to a first best sftuatTon. 
This Is clearly a suggestion that Is excellent, and ought to be explrred 
further* Is thtire a way of phasing things In such a manner that we wind 
up with a first best? Yes, I think a way could be fotnd so that the Interests 
of the IOCS' and^the developed countries would coincide and by being gradual* 
this method has promise of being feasible and implenentab^^. 

T would like also to return to s^ of Katt's points. First Is the Issue of 
conmoifittll ty of slnt^rest-^that the developed countries also have an interest 
In llberallzii^ their trade In order to enhance woild welfare. Howeveri I 
think there Is a problem with this, just as there is any time when one adopts 
sofnething that has costs which are very visible. 

Ifihlle the United States an4 other developed countries have moved, over the 
years» towards liberalization. In spite of the fact that It was painful, this 
movement has been clothed in arguments about reciprocity and *'we are getting 
some advantages and giving up some others*" and so on and so forth. 

The fact of the matter Is that people are willing to Incur costs for 
gains that they think they will get. tlowever* while the costs' of liberjaliza*- 
tic^ have always been cl^r, the gains have never been clear; yet the costs 
have stni been Incurred. Hence, it is not clear to me why one should not 
continue to do the same thing by sinply turning U now to the LDCs. 

There is also an issre here as to who p^ys the imrort tariff, and I 
am not so certain that I even really v«ant to stand by iny proposal that the 
LDCs.should subsidize the equivalent of the DC import tariff. Haybe they 
should and maybe they should nut, 1 think that is really debatable. It would 
indeed be much bettei? If the developed countne^jJu^t eliminate thej r ,ta >jffs 
on a preferential basis as Bcia has suggested, bjt that 'i? n^tj^ery likely 
to happen. ^ f 
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But wlille there is a bmd conmonaHty of Interest* this tK^i^tapply to 

fc£hoe^prodl>cfn9 friends In New England. Ttvey are 9Ding to get hit and theire 
Just no questfca atout it. The United States probably needs to produce 
som ttfnfMil Munt of ^hoes^ Sweden believes that shoes are.a strategic ^ood 
and they have enough shoe production capacl^ to shoe their Amy. Sone of these 
types of argtmpts for doinesttc production are veryl^onvfnclng and can be 
handled Without high Import restrictions. And there* I think* the develooed 
countries are flexible enough to provide production subsidies for the voUne 
of output that they need^ And that Is the My to do 1t^ ( 
^ ■ ■ There Is the more fundamental Issue that this point raises^ And unfor- 
tgnately* It nakes loe feel that 1 havf not been clear enough 1n^^ cdp^r. I 
thought 1 had managed to say 'that the terns of cot^petltlon for exporters 
In 1ess» developed countries KCre not fair terns of con^petltlon-^-that they 
were hobbled by taxes, which taice the fom of high inout costs. Exporters 
are not con^tlng on a fair baslst such that this trend In con^etltlon has 
been skewed by the structure of input costs. I also Indicated that there ^ 
Is a longstanding principle that the terras of cor^^etitlon shoifid be fair 
In the legal sense. Thereforet It is le^l^tnate to adopt rneasures that 
restore that balance--^ that condensate for the existing and pre-existfng 
unfairness In the' terms of cA'^^etltlon^ 

Concerning the ^te gal argumentt legal theorists and lawyers are very 
clear ab<>iit their desire to be consistent. (If A Is acceptable^ then B which 
Is equivalent to A, nust be acceptable aU^). ^oh If one accepts the concept 
of dr/afuatlon. thon the exact ^uWalent (nanelyt the export subsidy) ought 
ISO be equally acceptable* In fact» according to current legal an-an^nts. ft 
Is not* This se&^ to point a legal Inconslstencvt and we need to (To sofi^e- 
thing about that If wc do not want legal pr1rcit>les to applied In an Incon-^ 
sistent fashion* This Uralgtitenlng out of an/ inconsistency *fn>ly responds 
to good legal practice. 
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WfiU *V list point 4eais with the iCrlnlstrtbHU/ of o Croposils* Hy 
s«C0f>4 Ofi«* which Is the gewrallzed'^coppefisitoiv subs14y» t^Hild certainly l>e 
tht wtn difficult to idcilnlster b«ciy£e of the Issue of igreeff^ on shadow 
prl^s* 

i 

the other one* which Is the generalised drawback* fS4)Ulte easy to 
edhfnister. I think that Congress could t^rct^bly be convinced of this. J 
woulil be Interestf^ If I could set scne rore details cn uhy you think this 
Is difficult to do. , 

' ^tbe strange thln^ about such proposals fs that those which had appeared . 
very dffflailt to apply. twenty years ago» l0v« quite sIrPle to us now. There 
Is 1 leartiln^ process i^Vh has been taking Place. Pcnd 1 <lo Aot think that 
ofbe can Say: Veil* It fs ^o difficult to do^ let us not even bother. Because 
that Is ^ statement that says that the htrvan beln^j^cannot Udm (and that 
Congrtswn caiwot learn either), \ (hint Ccftjress'ien can learn like the 
rest of us* 

. 50 Hlth that optloistic rote, let re stop* 

CR* ttfUHi Bela* ^ you have any corcludln^ contents yau would like to nake? 
BAlASSA: YeJ* 1 woutd ^Ike to start with ^'the Iwming Prccess," Indeedi 
what is the l^rtant lesson which the tDCs hr^e learned? It Is that compensated 
devali^tlOns* which Canny 4nd I have 1;een recorvendlrg for fifteen years* win 
favorably affect Industrial exports. They >>ave also learned about the effects 
of reducing distortions In capital markets as tiell 4s fn goods raricets. Qt^lte 
a nueber of countries have li^cOrPOrated this learning into their trade policies. 

Korea a!^d Taiwan are exa^^.les and th^re are ethers as vfelU These success* 

* 

ful cases Indicate the r^ to continue advising the UKs how to Improve thetr 
pfil1cj«aMng in the future* 

! 
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U/tm cm b«ck to tht qumfon wtilch Dani\y again raised the 
HjMttnr fit tnit1n9 tariffs and subsidies. 

.Htad for a tynattry of trtilMnt Is well understood at the world Bank^ 
uttMin W joint paper with Hlchtershtrpston* It does not make sense to 
CMttenafKt tariffs eftd riot to countenance export subsidies because th^ h^ve 
pm tmk tffKt on do«e$t1c production in a developed country. With tDC* . 
tipOMd tarlffi, the developed countries lose foreign sales; in turn* If IDCs 
^ siASldles to Industrial exporters* developed countries lose dootestlQ 
»1ts. More recfftt1y» this Idea has been endorsed by the tinder Secretary for 
Etomrtc Affairs of the State Itepartmenti Hr. Richard Cooper. 

Hit have further proposed that developed nations accept export subsidization 
of manufactured 900ds to the limit of the average tariff In the IOC. This Is 
oaiy to Misure^ He have Infonnatlon on tariff rates as well as Information 
on the value of the Tiiports so that or*- can easily derive an average tariff. 
While the concept Is Imperfect* thfi measure Is simple to derive and will allow 
for sypoetrlcal treatment of tariffs and subsidies. 

.ORt tCntEN: Mr. Harlcs, do you have any contients? * 

HR. MARKS: Ves/ The first point I want to make Is that when you take the 
socood best approacht which is ta ccnpensatc for distortions* you create a 
new problem; namely* that you ha^ve removed all pressures to ellmlr^te these 
'dlstoftlofis* Once you have compensated for thest. f^n4 that, I thinkt Is a 
disaster* because we should try to nove towaird the elimination of distortions. 

Secondlyt reference has been f^de to the compensated devaluation! which 
of course apl>Mrs In the paper* This, of course, would result In a multiple 
exchange rate system* as I understand It. which recognizes tne actual situation 
based on the cotnodtQTTixes the developing country. 



^33 



- 230 - 



Under the trtdltlorul countervailing duty law» as Interpreted the 
tfttsiiry Departpenti nultlple exchange rates can b« Interpreted to be 
bounties or grants within the meaning of law and ttvey have been counter^ 
wHed aJt^tlws. - - . 

OR. KENEN: Gould we pause here to clarify that point? 

HR. MARKS: Surely. 

OR. KENEf); The compensated. devaluation is not a multiple exchange 
r^te practice. It Involves a change In the financial rate In response to 
chvnges in trade taxation. You have only one explicit official exchange 
rate « which Is devalued compared to Its pre-existing level but yoti 
have lower Import duties and h1^^:r export taxes than you had before. 

, OR. 8ALA$SA: You change the basic exchange rate» and alter tariffs 
and export subsidies. 

SS. «ARKS: All right. 

How then » the thought occurs to tne this conses to Bela Balassa*s 
thesis that we ought to have export subsidies to cooipensate for kport 
griffs. As I see th1s» It would take away the poK^rs of declslott from the 
developed countries that originally Imposed these Import tariffs. ' 

DR. BALASSA: t am sorry but this Is not correct. 

The proposal Is that a developing country lijke, let us'say Brazil* has 
an average tariff of 35 percent. So developed nations would countenance 
a Z5 percent actual subsidy In Brazil or manufaiTturecf goods taken as 
a counterpart of accepting two tariffs. 

MR. HARKS: So* we are back to the first point I made that this 
remove^ pressure to reduce the original tariff. Hencei do we want to 
reiaove these pressures^ or do. we want to be In the situation where fifty 
years froo new Brazil will sttll have a 35 percent tariff? 
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If «t dQ Mt icc«|>t 3 ^^opoidl such thist what do we do? I have 
■It^vliiSt abotit di\y broad derO<]at1on >«h1ch woatd permit an Imposition 
flf^MIKrt su^lfitle^ frte of a license under a GATT umbretTa. I think this 
Is Ml||^11st1c scotch. I think that* baslcallyt It h^s to be looked 
•t pfoduct*^*proO!ict and countiy^by^country basis. Then from that 
tfifn^-W * realization that It/ts possible VS Perhaps establish 
smt rule for a broader der09at1on^ 

Dft. BALASSA; Hiy I have one minute In i^lch to c^tmient on that? 
I thinic that the opposite Is the case that oiy proposal would Increase 
tht|w*t$sure for tariff reduction, Tsuggest this on the historical evidence: 
countries that had Imposed export subsidies have been able to reduce their 
tariffs because thv^h exports they ha^e obtained the foreign exchange 
ntct^sar^v to pursue Industrialization strategies without encountering foreign 
•xchinge constraints. 
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^ Chairman's CuncludtDO Remarks 

DR. PETER K£NEN: Before i try to perform my conclud^ing duties* let me»^ ^ 
on behalf of the sponsors and all of you, thank those who have presented pap^r 
toda/> those who have discussed th^> and th^Hiembers of the audience who 

3 

participated In the discussion. | 

It ts (ny difficult task to draw this discussion to ^1 conclusion. If you 

are awaiting a synthesis or a single set of recommendatlohs on alV the Issues^ 

I 

you will he disappointed. All that I can hope to dof and|1 will try not to ta 
lono doing 1t> Is to offer some thoughts that^ccurr^Kl to, me a^ i read the pap 
and listened to today's discussions. ' / ' 

In this morning's discuss1on» I detected some reluctance on the part of X 
speakers* the discussants* and members of the audie^e, to en^rse more extens 
and pervasive differential treattnent for the expoiM:s of developing count'^es. 
Ue have* o' course* gone In that direction In agreeing to the GSP **y«Jt there 
%nu1d see,it to be reservations ab(>ut further^vements In that direction^ In th 
adm^r;4Strat1on of QRs» and In the administration of safeguards.. 

There was general support for moving in the direction of special measures 
using the distinction drawn In the first paper* i.e.* to single out products o 
coimierclal-pollcy probleiis that are of special Interest t<t-the developing 
countries so as to give them priority in the process of trade liberalization. 
But there was no such support for permanent or teiT^iorary differential treatiriien 
within particular policy domains. This is partly for the reason emphasized 
several times* that the granting of specific differential treatment creates 
constituencies opposed to further^lberallzation, even as the granting of the 
GSP has created a constltueftcy that is lobbying actively against further 
multilateral tariff reductions because they would reduce margins of preference 
presently afforded the LOCs. 
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Sclv^1<wsky*s paper Is exceptional in that It argued for a double standard 
fOr reasons of efficiency* rvot just equity. If his proposal were carried to its 
logical conclusioni Jncldentallyt developed countries would also have to offer 
, export subsidies to the extent that they have In^tort duties^ or to the extent 
that they have Internal distortions -* and they do have Internal distortions. 
Here^ efficiency Is the criterion for allowing export subsidies^ and equity is 
the bas^s 'for allowing ItK^s exclusively to use them. 

I do have socte reservations* nqt^only about the details of the proposal 
made this afternoon» but also about the general principle. There 1s^ of course^ 
a ratilonale for differentiating on a political basls^ as well as on an adinlnis- 
trative basls^ beti^een the issues we talked about this nK)rning and those v«e 
talked about this afternoon. It is^ as I suggested in n\y opening sentence 
this afternoon^ one thing for us to agree to.rmdify our own practices In trade 
with certain countrfes. It Is another, to aHow developing countrfes to do things 
- that we^ the grou|> of developed countries^ do not ourselves do. 

Very different political overtones attach to those two t^es of permissive- 
ness. J^nd there my be a stronger case for granting more freedom to the develop- 
ing countr^s to do things we do not allow ourselves to do than for us to puncture 
our own rules and practices with exceptions that niay^ ^difficult to administer 
or contain^ or v^hlcfi generate political abrasions as Vre decide that one country 
Is eligible and another is not or withdraw certain concessions as countries 
graduate from one category to another* 

This leads to one of n^y objections^ and that of many o^ther people,/ to the 
present OSP. The competitive-need formula^ on tbe basis of which preferences 
are^thdrawn» may sonietlmes be tantamdimt to a marginal ta?^ rai:e in excess of 
a hundred percent. It my penalize success so heavily as to'nuUIfy J:he long*^ 
run benefits of the original concession. 
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Let me turn now to specific issues^ raisccl in ^omfr of the papers tod»y» 
and Tet pv6 also offor a suggestion. of iqy own having to &i with ^he coihiplex 
of QR and safeguard problems that arc probably the rost important that 
face if we propose to preserve a liberal trading ordar. 

. Dealing very briefly with the subsidy question discussed this afternoon, 
history suggests tome that countries which subsidize exports In order to off- 
set their own protective import toriffs may thereby forego opportunities to 
reduce those tariffs; by subsidizing exports, they may diminish the exporting 
Industries' incentives to lobby against tariffs on their inputs. There is a 
constituency* after a11» in an export-oriented developing country, that should 
be opposed to import tariffs which handicap Its doing business in ^rld market; 
That constituency should be strengthened, fiiot weakened. 

Going One step further* the theory of the second best — if I recall It 
correctly In all its MIT permutations — says that ^ labCr-r^rket distortion 
should be offset by a factoLr-niarket subsidy* and not by a goods-market subsidy 
or by One paid at the border when goods are exported. Thus* when we are 
concerned with the effects of labor-market distortions* Including minimum 
wages and inflated, labor costs caused by high wage-go^d prices due to Import 
restrictions, we should fecormend across-the-board labor subsidies. As I 
understand the present GATT rules^ these would not violate the rule against 
export subsidization. . . ' 

If One Is to make a case for export subsidization* U should be based on 
the narrower arguniont that special handicaps aro encountered at the border^ 
But I would answer this case too* with objections based upon practicality. A 
few years ago» some of us were involved in what seei^ed at first to bf^ a sWIe 
exercise; it was the attempt to calculate cyclically adjusted trade balances 
and to decide by bow nmch the United States should devalue the dollar In order 
to achieve a given Improvement in the cyclically adjusted balance. In spite oi 



23G 



- 235 . ■ ' ^ 

th|^lir9e mount of «cotKMiietrlc work that had gone Into the estfnmtlon of 
ifgrtfttt tn'de equttfons* there was no agreement on the numbers, and for 
90Od pdlftfcil rtftsohs. ^ Here» too» we may unclerestfinate the difficulty of 
idnlMster1n9 wtut my se«m to be a slRf>1e rule for subsidization with the 
tft^ree of igreeflient and transparency required from ^ legal point of vfew. 

\ let «e turn tk)w ^ the subject of this morning's meeting and call ' 
attention to a propofal that was made several times In the paPers and In the 
dlsct^on* It is to use a tariff quota to deal with market disruptfon. 
For*t*ji5fe of you who are not familiar with it* the t^»r1ff quota Imposes a 
basic &r1ff rate on a ^specUied quantity of Imports (the qitota) and a higher 
tariff rate on quantities in excess of the quota. I would argue that a 
teffporary. tariff quota may be the best way o^ dea1fn9 with a^ market disruption^ 
If there is to be relief temporarily from Import competition* each of th? 
countries already exporting; into the affected market wuld be granted a quota 
based on its historic share* **1th some part of the total quota remaining unal- 
located so that Dew countries can enter the market in.stated amounts at the 
old* low tariff rate* IniWrts from aitf country in excess of Its quota would 
enter freely but would pay a much higher tariff rate. Countries experiencing 
Improvements in their competitive positions (reductions In their marginal cost) 
would thus be able to take full advantage of those- Improvements even to the 
extent of displacing goods from other countries within those countries* quota 
limits* The tariff surcharge Imposed beyond quotas would have to go to zero 
gradually* according to a predetermined schedule* just as any other temporary 
"safeguj^rd relief should vanish gradually. 

There are several reasons for going Id this direction. First* the dis- 
tortions Introduced by a tariff quota* both as to the sourte of Imports and 
as to the freezing of patterns of comparative advantage* are smaller than the 
distortions Introduced by an outright quota. Second* a tariff quota avpf<(s 
to some extent the problem of penalizing* through a unffom Increase lii tariffs 
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or in tbso>ute quotat countries that are not "responsible'* for the linnediate 
iri4Mry* 1^«-t the upsurge of Imports that has generated demands for reliefi 
the pre-ex1sttlT^:9u«nt1ttes of goods would come In from those countries at ^ 
the old tar1ff*irate. Third* the tariff qtiota ha^^ the advantage that there Is 
precedent fbr a scheduled reduction of tariffs (thaJ; Is how the Kennedy Round 
trade concession's were phas>^d ln)i vhereas the precedents for Itterali^ing Qt^^t 
asv In the OECO code of^hfe 'SOst ^afejess satisfactory. There was mrt pro- 
crastinatloni nnre concealmentt more back and forth movement In the adminis- 
tration of those provisions. ^ 

The only cases In which 1 would permit retaliation would te one In which 
a country failed to a^de by the schedule for reducing the tariff surcharge or 
one in which It iiijpfosed safeguards of any type without living .up to the procedural 
standards that .Gerry Heieir suggested. It ISt I tellevet increasingly important 
to have agreed procedural standards. ^ 

What would I say, then* with particular reference to developing countries? 

It would seem to me desirable to move as rapidly as possible to new safe- 
guard measures, especially to tariff <]uotasi going so far as to replace existing 
voluntary export restraints and the multifibre agreement. At the same timei we 
should begin gradually to include textiles and other sensitive products within 
GSPt for syi^lic as well as econootic reasons. The exclusion of sensitive pro- 
ductSi but especla?1y of textilesi is the sorest ulcer in trade relations between 
developed and developing countries. 

Finallyi it would be possible to grant preferential treatment to developing 
countries in the administration of safeguard provisionst as by applying the GSP 
margins of preference to tariff surcharges imposed by tariff quotas. ThuSt the 
penalty or surcharge rate put in place temporaril;/ to protect against injury 
might be made half as high on imports from developing countries. 
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Ltt-w «akeHiiDJMore^coPiitent\ along somewhat different linest then open the 
SMtfng to dfscusslon^ 

V 

Jhtft my be other areas In trade policy that offer opportunities for 
or pVefertntlal action In favor of developing countries. I have In 
«lMl particularly the vast domain. of public-sector protection. We think of^ 
pMbllc-icector protection primarily In re1at1o.i to such conntodltles as alrcraftt 
4TfCtr1c<1-generat1ng equlpmentt and other highly sophisticated goods. ' .t 
fovemmits are aYso purchasers of many other goodst including Urge quantities 
of textiles ^nd apparel. And I should think that the tnuch-needed codification 
of rules for ^vernment procurement might allow for lltnited preferential treat* 
Mnt. 

ny last point has to do with adjustrnent assistance. It was Introduced in 
^the early '4Ds as a substitute for Import^reduclng safeguards but has wn almost 



adherents, In the last fifteen years. It is perceived to be Ineffectivet 
partly because of remediable defects I'n the program but also because It confronts 
a fumf^ntal difficulty. I can Illustrate the point by recalling the explanation 
we give to our students as to why there is a we11*def1no^difference between a 
Mirket^dlsruptlng technological change that arises at home and one that arises 
abroad. Taking first a simple mercantilist approacht consider the distinguishing 
characteristic of a domestic change. The beneficiaries and the losers are . 
doiiestlct which means that there will be domestic constituencies on both sides 
applying pressure for and against protective action. But when we confront an 
Improvement In competitiveness abroad* the gainers are on on^ side and. the losers 
are on the other* It Is thus easy to demand that the galner^^^the foreigner- 
bear the costs of measures taken to cushion the adjustment Process. 

But there ist I think* a fbOre sophisticated point at issue here. Uhen there 
Is technological change within an econoin!y> the advancing} sector draws resources 
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directly and Indirectly from the Injured sectors. Therd^ls a pull of refourc4 
fron lagging sectors to the advancing sector. But when in(^ry occuf:$^t ho^ne 
on account of devetopments abroad» the puTl Is^ elsewhere. Resources are not 
attracted from the Injured sector. This suggests to toe that oar enphasls oh 

^re*ra1n1ng and other sorts of adjustnie>)t asslstancei measures tm are 
essentially pemissive but do not create jobs» must be redirected. \>fe may ' 
have to 90 further in the direction of area redevelopment and spec1al\ass1s* 
tanceto the regions and Industries that are adversely affected In ordeXto 
generate employment opportunities not merely re-equip workers to fill oppottui 
ties. While T have every faith In the long-run value of retraining programs^ 
the miK of adjustment policies must focus mu(^Mnore than It does now on the 

-creation of opportunities for persons who are Injured, 

have a long way to go* an^' 1 ar^very skeptical of promises that pro- 
tective measures will self-destruct or that a predetermined schedule designed 
for the elimination of safeguard barriers will be obeyed unless opportunities 
are created at home that aid the complaining constituency, 

r will close with the little story that Is taid from time to time about 
the first reactions of Detroit and Oapan to the imposition of automotivev 
emission standards. When faced ^v'th these standards. It Is sa1d» the Japanesi 
hired engineers and the Ar^rlcans hired attorneys, T suggest that our tradlti 
Vis to stretch out scheduled changes and our lawyers are good at U. On this 
pessimistic note let me ask for comnenfis on these and any other red herrings 
that may have been drawn across the table In the last few minutes. 

OR. BALASSA: J have problert with the statements that have been made 
to the effect that foreign trade destroys jobs and does not create new ones 
in their place. If you operate with flexible exchange rates an Increase in 
Imports will bring with it a conmensttrate Increase In exports and a resultani 
Creation of jobs. In addition* I1 has been shown by several people that the 
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1«tor*1f)ttii^1ty of exports liports doos not differ In the United States. 
TMs flwn thit If m <Mt lore linportSt we will export more and with the 
iivcrHtfd txfiOrts we wllUcrette JobsMn the export Industries to replace 
. thoit lott In l^porrt-competlng industries. 

PWtKS: I Just went to comnent on ^ur statement* Peter* dealing 
wttli edjustnent asststance. 

I think it Is itrfully difficult to view anything In the area of ^ 
adJustMfit asslstance'tmles^ ^1^ce up to the different definitions of 
that tira that are prevalenti here In the academic convrunityi In the Congress 
and in the txecutive Branch. To the academic conmunlty* adjustment means 
tint jm permit the wrkers In this country* let us say* to move to >another 
industry irftere they might enjoy a coniparatlve advantage. As far as 0)^ress 
and ttie Executive Branch are concerned* adjustment assistance nik^ans that 
with Just a little help* th^ are going to beef up and beat that damn com* 
petition which Is coning from Imports. 

Thank you. ^ / 

, BR. KEHEH: That Is p^remely 1n(K)rtent. 

HR. GEZA FfKETEKUry: It^eems to me that we h^amade-avdlstinction 
bietween two kinds of adjustment' assistance. Industt? assistance Is what 
you say has presumably been given to firms to tt? to beef up their capital 
Investo^t or whatever* so they would be competitive. Generally* the 
support for that kind of adjustment assistance Is low. 

The a^UMstnent assistance which has^^een used hai been labor assistance* 
whkh basically becomes the supplemental unemployment benefit sort. ..This* 
In fjict* does* In a sense* help to tide workers over the period while they 
are looking for another Job. 
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*rDR. BAIASSA; Which might be in a different industry. 

Hft. FEKETEtOJTY: YeSi %fhich might te In a different Industry, 
. The problem lsi of course* In areas* such as wtiere the shoe industry 
Is Tocatedi tfiert are not many, aftematfve Jobs. This may be a reason 
i«hy adjustment assistance Is so unpopular with the unions. 

.MS* HORTEKSE FIEKOWSKr - Labor &ePart(nent: Professor ScHydlowstcyi . " 
t have been amused by the Invocation of adjustment assistance as a sort of 
**ho1y ^host" to assist the quorim advocating help for^^he LDCs. Mb have 
not found the adjustment programs too successful as substitutes foi^jobs 
lost due to fmports* Even If other Jobs were created In equal amountSi new 
opportunities do not exist for old workers. A 4D-year old man cannot start 
at the bottom rung. When an older man loses his Jobi he Is permanently out 
of a job. A dellberallzed adjustinent assistance program is no substitute 
for a Job "even if It pays the equivalent of a Job for the rest of a 
laborer's working life. 

Other developed countries have forms of iicUustment assistance not relatec 
to trade*, and as you know* they have not found them to be a tRea|)S for libera* 
Tiling their Import restraints on LDC-products. 

Finally, I have one general observation. I think all the^e attcn^ts.. 
to help LDCs overcome their economic problerns are equivalent to a soclail 
worker trying to alleviate the protnem of poverty, (fe have a lot of specific 
solutions* but the problem of the LDCs lies within the LDCs themselves and 
Is not directly affected by these little bandages that we are talking about 
here, 

,DH. KENEtf: I hear rumblings from the head table. 
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DR* SCHYDLCItSKr: I thfnk have got inore than half a pofnt there. 
LDC 9ftverfMtfits obviously have to do lots for tbetnselves. One of the 
Xhi^ thty h4ve to do 1$ diversify their export structure so that the 
path of Industrialization nay generally follow the export route, The 
LD^' Industrie sectors generate output for their doinestic rarVets which 
«rt basid on liiporttd ratfjnaterlals 2nd Intemediate lipports of various 
sorts* The faster this sector Is set to grow* the faster It generates growth 

In dOMStlc cmploynaent but the ^ore foreign exchange it needs, And It Is 

t 

just « fict of history that the prla^ary sectors* which provide the foreign 
c^bange to pay for the 1ripor,ted Inputs needed by Industry* ar^not to 
grow that fast* So these LDCs manufacture balance of payments crises 
through their choice of this particular path of IniWtrlaTlzatlon which has 
this feature btjllt right into ft* Hence* every fou» O"" five years you get 
a balance of payments crisis In every LDC and the only way to qet out of 
that Is by exporting some of the Industrial prodiicts. If you t1& that 
together wlth^ exfsting excess capacity and a lot of other things* it Ju^t 
srtrengthens the case for chronic periodic balance of paynents crises. 

So^ they have to help themselves hut they can not do it unless screbody 
1s willing to absorb their exports- and this Is why the United States an4 
other developed countries have to be Prepared to absorb sop« of their products. 

Now It would seem that* although an Initial outPut has to be absorbed 
In the developed countries^ It Is not true that such absorbtlon should 
dramatlcallji^expand because as less deVeloped countries raise their Industrial 
leveU they> theqselves* will absorb noi^e of the Industrial goods. This 
market enlargement effect* %thlch sone people regard as Quite siontficant* 
causes so<ne cross^haullng of exports and f^rts between LDCs. ^o start this 
scenar1o» LDCs need soine purv prlnino whe^e their exports are inltfaVly 
absorbed exclusively by developed countries. This involves accepting tho^e 
export^ under whatever naf)e. The costs of thts could be borne ^ the LDCs which 
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tht txport subsfdt» or thfiy can be tome In pert -by the deve1op«it 
mmtrliSt «h1ch involves the use of GSPs, 

H$. HOUTENSe FlEKOItSiarf LDC develcpnent tots not htve to. be 
jftport'tfd wit^ ^ tsststince^ We hava^exa^ple^ of tOCs that have 
^tvtlop#4 frw an interna] sitoationt or froa thelt^ <Mt trade HberallZatfon 
tfforts xt^ot -tStpendlng on the developed countries up to this point. So t 
^iiot think ne hAV« any obngatlon to try to help the tha* c^^iLi ri^^t 
responds ' ^ 

OR^ SCHYDtOWSKY: 1 thfnic the cmly <jne that has £;^n suCce:sfuKfn the 
1ort$ hault has beeti the Soviet Union. 

HS. HQftTCNSS riEKtMSlCf; we have $oae exa^les in SraZilt r^v^» 
Tiii«n and Ar9ent1m. 

\ Dft. SCKyDLOICSiar: Vellt those cases represent e;cporc*1ed growth. 

HS* HOftTEHSe riEJCOHSlOf; They did no: require iJiy help fro^ os to 
expand exports* 

Wt, SCHmOMSlOf: They htwe been suteldiiirg their eitports if varJoul 
ways. And while the record is pretty clear that the/ have used subsidies^ 
they havenot been hit on itt except fn the case of Brazil, 

PR» ^visSAl - Uell*. I thought I he^fd^r. Goldfifxier taUing, I 
reM6er Meeting hlti two years ago at the ^rtd Bant t<hef^ he represef^ted 
\the AFi/ciO in discussions on adjustnent Prob1e-«s. He nade a similar 
statenctit* as you have donet >*hen he as*e4 the Qu^st^on. if>w 10f>gT 
Ke answered: Hfty yeari. Iirdeed^ U is diffr^uU to argue with uttsubt«nciated 
suteMitts of this sore. 

Sut M/ r correct a factual error iq your state^t? GraZH» icorea and 
TaiMn have all experleftced indijstrlal qro^th which has ^en export^l^. 
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Apirt frm the gtlns due to specialization froot cofttparatlve advantage* this 
hk% bttri due to thfe fact that the countries in Question do not have suffi* 
cicntly large douwstlc markets to penitt efficient production in the presence 
of KOttOAles of scale, in turn, restrictions on their exports would have 
been detrlrentil ^o the United States and other developed countries since . 
tky whjW have earned less foreign exchange to In^ort from these countries. 

The second point. Is that adjust^nt assistance has worked In several 
countries In Europe and this Is supported by the findings of the recent 
0£C0 study/ And, In at least oue case* In ^ Unlroyal plant In Rhode 
Island projduclng rubber footwear, It has ^Iso worked In the UnUed States,^ 

Thank yo*i, 

t)Rt KEhEK: Any core questions? 

dan* you wanted a further connient» and t want to reply to 8e1at _ 
ORt SOfVOLOUSKYf {teally* one of c^/ further cooinGnts Is to einphaslze 
even mre strongly the point that less developed countries use *he1r export 
proceeds to Uport frm the developed countries. There Is veryju^-le 
hoarding of foreign OKChange reserves, so that what goes out on one side 
corns back In on the other/ 



^Oevelopwnt Centre of the Organization for £conan1c Cooperation and 
DeveloPv>(nt: Adjustment for Tradet Studies on Industrial Adjustment 
ProbTefts andPollcieS i 1975. ' 

^Ot ft HcUrtf^t 'Contrasting Experiences with Trade Adjustment Assistance; 
Honthiy Labor RevleW j Oune 1975- 
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Now It js true "that Brazil displaces the production of shoes tn 
Net« KampsMre it does not generate deniand for shoes on the other sld^. 
The major deinan4 fs for machinery and the iwch.nery may not be produced 
In the sane New Hampshire town In wh$ch the shoes are produced. This Is 
what a<Uustment to shifts in comparative advantage Is all about and one 
has to be aware that this Is where the problem exists. One has to be aware 
ot the fact that as developed. countries' supplies In some Industries are 
displaced* the deman<l for developed countries' supplies in other Industries 
simultaneously Increases, 

Now here we have the difference between LDCs and DCs which comes 
back to the point Peter was making earlier. LDCs do not accmilate foreign 
exchange reserves* except in the oil countries (and we make a difference 
between the oil producing LDCs and the other LDCs]. Oil producinq countries 
cannot spend all of, their reserves* and any exports front them do notcopte 
back, into the expenditure stream. 

But the developed countries* Europe and Japan* do have very different 
balance of payments situations. There is no guarantee that they ill 
channel back to us what they displace in terms of domestic production* 
because their reserve policies do not rigidly set specific reserve Nvels 
such that any e^tcess above those leveU is rapidly spent. So the developed 
countries have to rely on the flexible exchange rate* the thing I mentioned 
6e/orct to generate* again* demand to offset the displaced dotnestic production. 

In the LDCs* we do riot need to rely on flexible exchange rates, they 
simply do not accumulate exchange reserves bet^u^e there is much too much 
to expend them upon f 



DR. KEHEFJ: Let mejaake iust orte or two comnents In reply to soote of 
these Issues* including comnents on the red herring that I dragged across 
the table my suggestion concerning tariff quotas. 

Firs'* of all, Ftr, Karks has raised a very Important Issue. Academic 
^ economist fall to deal with a number of the barriers to labor mobility^ 
Including the problem of vested pension rights. What Is worse, we fall to 
recognize that occupational .mobility has a geographi^^lmenslon. If you 
look* for exajnple* at the literature on optimum currency areas, you will 
discover a total confusion of occupational with geographic mobility. Very 
often* the optlntum currency area Is defined Implicitly as an Individual 
worker* since he may not be able to change occupation without also changing 
location. 

It seems to me, mfflreover* that we have to give more emphasis to 
localized adjustment assistance. If only because we hav^ one-member con- 
stituencies In Congress* and there will always be strong pressures to 
protect or help constltutents where they are, rather than helping them 
to go elsewhere* ^ 

I would like now to say a fet4 w^^rds about tariff quotas. First, It 
probably 1& true that a disturbance that Involves an Increase of exports 
to us will eventually Involve an increase of Imports from us. However* I 
suggest the process Is slow and diffuse, and Is certainly less well per* 
celved than when a disturbance arises domestically. 

I would also ask you not to Invoke flexible exchange rates as a solution 
to a problem of this kind* We do not have flexible' exchange rates^.^Ue 
have one freely fluctuating rate between the mark and the dollar, a couple 
of others that do not fluctuate as freely, and a few that are steadily 
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depr«cUt1ng. The r^t* t^owever^ are fixed. It Is a disservice to drama- 
tize the difference between August 14, 1971 and february, 1973. The 
exchange^rete re9lnie is a mixed systen* and It do&s not solve trade prob- 
lettf or nonetary problems as readily as some cf us promised that It would. 

)l1th respect to the problem of new producers* I did suggest that one 
inl9ht underallocate the Initial quota (I.e.* the quota coming fn at the- 
, old tariff rate). This would leave room for the assignment of small quotas 
to new producers. To lllastrate* ai\y country that did not have as inuch as 
a one percent share of Imports Into the U^S. market on the benchmark date 
could Increase Its sales at the old tariff rate until Its sales reached! 
s^> two Or three percent of total iniports within the original quota. 

Finally* let me address it^self to the problem that arises when LDCs 
are the ^source" of the Injuiy ^ind are also subject to an LDC penalty rate 
that Is only half as hl9h as the penalty rate faced by other countries. 
The solution Is to set the rate at what you wdnt It to be for the LDCs* 
th^'n double It for the DCs* rate. In other words* you can Impose the 1m- 
/ port limitation that you want by appropriately adjust1n9 the rate structure. 

On that notei I will subside In favor of one more conment or question 
from the floor. 

MR. JCRRV LaPITTUS; Dr. SchydloHsky* yo^ir argurrent might be sn9ht1y 
,akened by advocating a s1n9le policy solution for two distinct sources 
of the d1ver9ence between social and private marginal costs. 

In pass1n9» you remarked that besides externalities In production and 
Infant Industries* LDC export competitiveness Is weakened by a host of 
domestic policy distortions such as Overvalued exchange rates and export 
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U^s^ As i rtsult of advocating export ajbsldfes for both externalities 
iiKt policy distortion problems you get the people In this audience {and 
you woui'd get tiA people In the Kultllateral Trade Negotiation) upsetfor 
i very good reason. You would be advocating a systetn of permitting export 
subsldhatlof) as a result of and as a solutipn to policy distortions 
within the LDCs thonselves. You Inmedlatelyiget the response that I 
balleve nr* Harks inentloned — that If you were to permit the IDCs to 

subsidize exports on grounds of policy distortions^ you would not resolve* 

^1 

but rathefr perpetuate the problem, and this Is a danger that must be 
avoided. 

To resolve the problem, you should distinguish between production 
externalities and policy distortions as sources oMIvergence between 
social and private marginal costs. Production externalities do provide 
an efficiency-based reason for subsidization which may prove acceptable 
from ihe point of view of most economists. Offsetting domestic policy 
distortions by export subsidization Is not likely to be regarded as an 
acceptable form of subsidization In the context of the HTN. 

I do not know whether you agree or not — whether it merits coninent 
on ytjur part. 

DR. SCHVDLOMSKV: I m familiar with the argument. It is a ftrst-best 
argtnent. But It seems to me to be In the same category as the one about 
fixing exchange rates. Because fixed exchange rates generate discipline^ 
the thinking was that the moment you let the exchange rates fluctuate there 
Is going to be nothing to encourage discipline. 

r, 

I am convinced that you cannot get ^1d of distortions except over a 
fairly long period of time and only after you have a much higher growth 
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r<t^ So it^ftCfns tome you Uve got to start vriththe compensatlont the 
bandages If you wUI* which Is your second best measure. Vpu can then 
gradually work your to the first best*teasure. 

The point 1s that you have got to start there because when vre Insist 
upon first best measures* nothing happens. Hencet I have concluded there 
Is no point In beating ft^ head against the wall. I would rather walk 
around the wall If 1 want to get behind 1t> rather than trying to do the 
impossible — going through It. 

OR. kENEH; tfe have reached our scheduled tiisie for adjournment. 
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